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MICROPHONE 


Unprecedented voice clarity 
for mobile radio transmission 


@ true moving coil dynamic characteristics 
@ transistor preamplifier built-in 
@ printed circuit 

@ all-metal housing 

@ retains popular size and shape 
@ superior voice reproduction 
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unexcelled reliability. 





The new transistorized dynamic 
microphone, or the dual purpose 
dynamic ‘'Speaker-Mike,”’ is 
optionally available with Motorola’s 
“TWIN-V"’ Radiophone—the 

world’s finest FM 2-way mobile 
radio unit. . . incorporating 
many exclusive features, including 
universal 6/12 volt operation, 
Sensicon receiver, Permakay 
Filter, and Instantaneous 
Deviation Control. 





Motorola’s new transistorized dynamic microphone provides mobile trans- 
mission quality comparable to that of the base station. Unexcelled voice 
clarity, crispness, and intelligibility are yours in this newest Motorola first. 


Also available as ‘‘SPEAKER-MIKE”’ 


The new microphone can be furnished as a dual- 
purpose ‘‘Speaker-Mike’’ which functions as a full 
output communications-type loudspeaker, as well as a 
dynamic microphone. It can be conveniently mounted, 
or held near the operator’s ear to overcome high am- 
bient noise levels. 


You can have either of these outstanding microphones as replacement 
items, or as optional equipment with new Motorola ‘““TWIN-V” Radio- 
phones. The transistorized, dynamic microphone, with its popular palm 
size, is directly interchangeabie with Motorola carbon models now in use, 
The ‘‘Speaker- Mike’’ version requires a simple modification kit for replace- 
ment use in existing equipment. 


Immediately available. Write, phone or wire today, or 
contact your local Motorola Radio Communications Engineer. 


MOTOROLA COMMUNICATIONS & ELECTRONICS, INC. 


A SUBSIDIARY OF MOTOROLA, INC., 4501 AUGUSTA BOULEVARD, CHICAGO 51, ILLINOIS 





Editor-in-Chief ¢ ELLSworTH NICHOLS 
Editorial Consultant ¢ Henry C. Spurr 
Editor ¢ Francis X. WELCH 

Associate Editors ¢ RALPH S. CHILD 
FRANKLIN J. TOBEY, JR. 

Neri H. Durry 

NorMAn J. BARATT 

EArLE W. PUTNAM 

GeEorcE E, TURNER 


Assistant Editors ¢ M. C, McCartHy 
M. L. WittiaMs 


Financial Editor ¢ OWEN ELy 


Advertising Manager @ E. L. Cooke 


Circulation Manager ¢ E. S. STEVENS 





REPRINTS OF ARTICLES 
(200 or more copies) 
available on orders re- 
ceived within 30 days 
after publication date. 
Address 
WASHINGTON OFFICE 
tor quotations. 


4 4 


Pustic Uritities ForrNiGHTLy . . stands 
for federal and state regulation of both 
privately owned and operated utilities and 
publicly owned and operated utilities, on a 
fair and nondiscriminatory basis; for non- 
discriminatory administration of laws; for 
equitable and nondiscriminatory taxation; 
ind, in general—for the perpetuation of the 
free enterprise system. It is an open forum 
for the free expression of opinion concern- 
ing public utility regulation and_ allied 
topics. It is supported by subscription and 
advertising revenue; it is not the mouthpiece 
»f any group or faction; it is not under the 
editorial supervision of, nor does it bear the 
sndorsement of, any organization or associa- 
ion. ‘The editors do not assume responsi- 
bility for the opinions expressed by its 
contributors. 


4 4 


Subscriptions: Address correspondence to PusLic 
Utiuities FortTNIGHTLY, circulation department, 
Munsey Buflding, Washington 4, D. C. Allow 
ye month for change of address. 


Single copies $1.00. Annual subscription price 
(26 issues a year): United States and posses- 
sions, $15.00; Pan American countries, $15.00; 
Canada, $16.00; all other countries, $17.50. 


Entered as second-class matter April 29, 1915, 
under the Act of March 3, 1879, at the Post Office 
at Baltimore, Md., December 31, 1936. Copy- 
righted, 1956, by Public Utilities Reports, Inc. 
Printed in U. S. A. 


Public 
Utilities 


FORTNIGHTLY 


VOLUME 57 APRIL 12, 1956 








ARTICLES 


Is FPC Gas Producer Regulation 
Here to Stay? Francis X. Welch 
Is there hope for any new legislation? If so, what form 
must it take to secure enactment? 


Income Bonds Revisited 
Philip P. Ardery and Carl E. Abner 
An entertaining and thoughtful account of this old problem 
of utility financing brought up to date. 
The Right-of-way Man—A Friend Maker 
An interview with Frank E. Randall 


The practice of utility company right-of-way purchasing 
has come a long way from the old-time poker game type 
ot negotiation. 


FEATURE SECTIONS 





Washington and the Utilities 
Wire and Wireless Communication 
Financial News and Comment 
What Others Think 


After the Gas Bill Defeat— 
Producers View the Future 


Power and Politics 
The March of Events 
Progress of Regulation 
© Remarkable Remarks .. 
© Frontispiece 


e Index to Advertisers .. 


© Pages with the Editors. 
© Utilities Almanack .... 


© Industrial Progress 





PUBLIC UTILITIES REPORTS, INC., PUBLISHERS 


Executive, Editorial & Advertising Offices....MuNnsey Buipc., WasHincTon 4, D. C. 
Publication Office CaANDLER BuiILpING, Battimore 2, Mb. 


Advertising Representatives: 
New York 6: Robert S. Farley, 111 Broadway, COrtland 7-6638 
Cleveland 15: Macintyre-Simpson & Woods, 1900 Euclid Avenue, CHerry 1-1501 
Chicago 1: Macintyre-Simpson & Woods, 75 E. Wacker Drive, CEntral 6-1715 
Dallas 28: Richard Hoierman, 2831 El Capitan, DAvis 7-3630 
Pacific Coast: M. D. Pugh & Associates 
2721 No. Marengo Avenue, Altadena, Calif. SYcamore 7-2894 


and 
1050 Lincoln Avenue, Palo Alto, Calif. DAvenport 5-4815 





The pictures below show significant steps in the 
shop fabrication and assembly of B&W’s Uni- 
versal Pressure Steam Generator for Philo Plant 
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;aPressure Steam Generator 


ection begins at Philo Plan 





ina! field erection has started on the world’s first 
ommercial supercritical pressure steam generator. 
\t the Philo Plant of the Ohio Power Company, on 
e American Gas and Electric System, shop-assembled 
omponents of B&W’s Universal Pressure Steam Gen- 
rator are now being erected. It will supply steam at 
500 psi, 1150 F to a 125,000-kw turbine, and there 
ill be two stages of reheat. Expected net heat rate is 
500 Btu per kilowatt hour. 

he complete installation at Philo Plant represents a 
ew break-through in steam electric generating effici- 
ncy. In the words of Phillip Sporn, President of 
merican Gas and Electric Service Corp.: 





e Philo project reflects the outstandingly dynamic 
aracter of the electric power industry. Here, in the very 
portant field of energy generation, new frontiers are 
eing pushed forward. Here, new avenues of approach 
® improvement in capital costs, in efficiency and in 
perating costs, are being opened. And, in keeping with 
e tradition that has characterized the growth and de- 
elopment of the industry, the results of this pioneering 
Bchievement will be made available to the rest of the 
dustry. 





PgR it sees 


The electric power industry, far from challenging any 
‘Particular method of generating energy, demonstrates 
‘py this Philo project its readiness to adopt and bring 
orward every new development that can advance its 
echnical and economic well being.” 








































DIVISION 


with the Codlitors 


wes the Harris-Fulbright Bill ended 
in a surprise veto by President 
Eisenhower on February 17th, it raised 
many questions about the future direction 
of the movement to exempt producers 
from the Natural Gas Act. But the main 
question was whether any attempt would 
be made to revive such legislation and, if 
so, when and in what form. 


Dvr to the circumstances surrounding 
the veto, even supporters of the bill were 
quick to agree that nothing further could 
be done in 1956. Can anything further be 
done in 1957? Is such legislation even 
necessary? Could there be any agreement 
between the various conflicting industrial 
interests on such legislation? The editor 
of this publication, FRANcIs X. WELCH, 
decided to check around in Washington, 
D. C., and elsewhere. His checking took 
him from Capitol Hill to industrial sources 
and regulatory commission contacts. 


AT the outset, he was bewildered by the 
very chaotic situation left in the wake of 
the President’s veto message. Producer 
rate cases continue to pile up at the Federal 
Power Commission. Federal Power Com- 
mission members and staff confess they 
do not know what to do about them. They 
are going ahead courageously in an effort 


CARL E. ABNER 


PHILIP P. ARDERY 


to find some guiding principles that will 
stand up under court test. But here again 
the federal courts, in a series of recent de- 
cisions, have complicated the commission’s 
effort to clear the path in this pioneer field 
of regulation. 


— E producers are still adamant in their 

refusal to concede that they would ever 
submit to federal regulation. Upon ques- 
tioning, most of them had no special preju- 
dice against utility regulation per se, or 
against the Federal Power commissioners. 
In fact, many of them did not know very 
much about utility regulation and admitted 
as much. The attitude of a few recalls the 
remark made by a very strong political 
partisan of the old school about a popular 
presidential candidate some years ago, 
when a mutual acquaintance tried to get 
them to meet as friends. The old-guard 
partisan said simply: “I don’t know him 
and I don’t want to know him.” When the 
friend suggested that “He is a very charm- 
ing fellow; everyone says so,” the old- 
timer crustily replied: “That’s just it. If 
I get to know him, I might like him, and 
I hate the so-and-so!” 


Our editor attempted to slough off or 
discount at the very beginning of his in- 
vestigation some of the more extreme 
viewpoints which he encountered. He 
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YOU CAN BE A 
BETTER SPEAKER 
IMMEDIATELY 
WITH THE NEW 
UNDERWOOD 
TELEXECUTIVE® 


hy TelePrompTer* 





‘ou don’t need 10 lessons... or even one! The new you know your speech is there in front of you in large 
Inderwood TelExecutive will make you a smoother, —_ easy-to-read type. 

nore relaxed speaker overnight. Mail the coupon below for a colorful free brochure on 
‘he new Underwood TelExecutive is designed espe- — the new Underwood TelExecutive, or a personal dem- 
ially for businessmen. It ends the chore of memoriz- _ onstration in your own office, at no obligation. Mail 
ig a speech, and eliminates the fear of forgetting it today to: Underwood Corporation, One Park 
four lines. You look right at your audience, concen- |= Avenue, New York 16, N. Y. 


rating all your attention on getting your message 
y ‘ " "TELEPROMPTER" ond ‘“TELEXECUTIVE” Reg. U.S. Pat. Off., Trade-Morks of 
cross. You’re more poised and confident, because _felePromprer Corsovation, N.Y. hee ee 


COLORFUL FREE BROCHURE — MAIL COUPON TODAY! 


Underwood Corporation 
One Park Avenue 
New York 16, N. Y. 


Gentlemen: 
(J Please send me your free brochure on the new Underwood 
TelExecutive. 


0 | would like a demonstration of the TelExecutive in my office. 


A good time to call for an appointment would be: 





Name. 





‘he ‘elExecutive comes in a beautiful 

eat! or dispatch case. It is smaller in size and much lighter 
han . portable typewriter. It plugs into an ordinary elec- 
rica! outlet, and may be used on a desk, table, or lectern. 
hour audience usually doesn’t even know it’s there. 


imp CORPORATION = 


One Park Avenue, New York 16, N. Y. a en opens ee en ee ae ae ee se se 


Title 





Company 
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called them “excess baggage.’’ He then 
proceeded to outline really important fac- 
tors which might be considered around a 
hypothetical conference table of men from 
all segments of the industry—men of good 
will, with honest differences of opinion, 
but honestly striving to reach common 
ground. Mr. WELCH thinks this can be 
done and, if it is done, there is yet hope— 
political fortunes smiling on the project— 
that another bill can be launched and gain 
approval at the next session of Congress. 


But it will probably have to be a bill of 
concessions from various quarters. And, 
in his opinion, it will have to be a bill con- 
tinuing FPC regulation over the natural 
gas producers, in some form or other. In 
short, as the title of his article in this issue 
would imply, he thinks such FPC regula- 
tion is here to stay. For many years, pro- 
ducers have thought otherwise. On two 
occasions they have gotten. legislation as 
far as the President’s desk, only to be 
turned back by vetoes. Will they try again? 


* * * * 


5 ieee are times when many public 
utility company managements are 
caught in the pressure of new financing 
requirements and regulatory consequences 
in the form of expected revenues. Should 
new financing take the form of bonds or 
stock? And what about that controversial 
security known as “income bonds,” or the 
more euphemistic appellation “revenue 
bonds’? There have been some refine- 
ments on the old-style income bonds which 





FRANK E. RANDALL 





PAGES WITH THE EDITORS (Continued) 


have an unpleasant connotation in many 
quarters, growing out of unhappy expe- 
riences during the depression. 


In the article beginning on page 517, 
two authors, PH1Lip P. ArpERY, Louis- 
ville attorney, and Cart E. ABNER, 
have collaborated on a thoughtful account 
of the old problem of revenue bonds for 
utility financing, brought up to date in the 
light of present conditions. Mr. ARDERY, 
son of a Kentucky court judge and grad- 
uate of the University of Kentucky (’35), 
is also a graduate of Harvard Law School 
(’38). He practiced in Frankfort until 
called for service as an Air Force pilot 
during World War II. He is now practic- 
ing in Louisville, specializing in utility 
matters. 


PROFESSOR ABNER is a Canadian citizen, 
and a graduate (BA,’42) from Queens 
University, Kingston, Ontario, and Co- 
lumbia University (MA,’48). He has also 
studied at the London School of Econom- 
ics. At present he is assistant professor of 
economics, school of business, University 
of Louisville. His special fields of interest 
are: international economics, monetary 
economics, economic theory, and invest- 


ments. 
x oe Ro 


_ E. RANDALL, whose interview 
with James H. Collins, Hollywood, 
California, business author, begins on page 
525, is right-of-way superintendent of the 
Pacific Telephone & Telegraph Company 
of Los Angeles. He has been with that 
company for thirty years, starting in engi- 
neering. But Mr. RANDALL’s prime inter- 
est has been in real estate—its legal and 
economic aspects. He was educated at the 
University of California, college of com- 
merce, and studied law at Loyola Univer- 
sity (LLB). He is a member of the 
California bar and has served as president 
of the American Right of Way Associa- 
tion, as well as vice president of the Amer- 
ican Public Works Association. 


THE next number of this magazine will 
be out April 26th. 


Do Ohittien- 
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AND 
Bookkeeping are 


combined in this 


3-Clerk Counter... 





..- for working efficiency, 
good public relations 
and space-saving 


The three complete work stations making up this 
counter are Remington Rand’s new sectional Cus- 
tomer Service Counter units. 


Unlike custom-built counters, this sectional counter 

unit. which accommodates all facilities and records 

fr a cashiering and bookkeeping station, offers com- 
te flexibility. Here, three of the units are combined. 

| \ese sections may be moved and adapted to a new 
ation, or for larger quarters, a new section may 
added. Whatever the number of clerk-stations you 
\y require, this unit provides the highest degree of 
iciency in the smallest amount of space. 


‘|s appearance is open and friendly. The clerk always 
‘aces the customer — ready to serve . . . has complete 
«cilities within arm’s reach. No time is wasted walk- 
ig from bookkeeping desk to customer. It eliminates 
working at a desk with back to customer — the 
“extra” desk is eliminated! Customers are served 
re promptly, efficiently and courteously. 









W orking side of a 3-section counter 





There’s a continuous parcel shelf, encouraging cus- 
tomers to step aside so that the next in line may 
be served. 


The clerk works comfortably seated at her desk, 
ending the usual “standing” counter cashiering, with 
the fatigue and errors which are bound to result. 


For The Small Office, it’s most economical and 
efficient to combine cashiering and bookkeeping by 
use of a single unit. This one-section counter reduces 
costs by centralizing all customer contacts and rec- 
ords within reach of one clerk. Record forms of any 
size may be housed... even a typewriter pedestal 
may be included. 


For Fire Protection, desk-height. certified, insu- 
lated units are available to protect counter-stored 
vital records, 24 hours a day, at point-of-use. 


Get the new illustrated booklet showing a full range 
of counter combinations and equipment. Write 
Remington Rand, Room 1423,315 Fourth Avenue, 
New York 10 — just ask for SC764. 


Remington. Fran. 


DIVISION OF SPERRY RAND CORPORATION 








Coming IN THE NEXT ISSUE 


(April 26, 1956, issue) 


* 


THE GAS CONSUMER'S STAKE IN THE DEPLETION TAX PROVISION 


During the controversy over the passage and subsequent veto of legislation to ex- 
empt independent natural gas producers from FPC regulation, the question of gas-oil 
tax depletion allowance was raised. Although this deduction for depreciation, allowed 
by law on the taxable income derived from gas and oil wells, has nothing to do with 
FPC regulation of gas production, the dispute over the Harris-Fulbright Bill led to con- 
siderable discussion of the tax provision during congressional debate. But would the 
natural gas consumer be hurt or helped if the tax depletion allowance on gas well 
production were cut down or cut out by Congress? Would it affect the production 
cost of gas to the pipeline and ultimately to the consumer of the distributing utilities? 
In other words, have the gas consumers, as such, any interest in maintaining the present 
tax depletion allowance, or would they be better off if it were curtailed or abandoned? 
Russell B. Brown, general counsel of the Independent Petroleum Association of America, 
has written a careful analysis of the basis for the depreciation allowance and its impact 


on the economics of gas-oil production. 


RECENT TRENDS IN UTILITY FINANCING 


ATOMIC 


Changing times often mean changing forms in financing. Financing of public utilities 
is no exception. Owen Ely, financial editor of PUBLIC UTILITIES FORTNIGHTLY, 
has reviewed in a special article, the recent trends in utility financing and the reasons 
for the changing modes. Some utility executives have followed a definite policy or 
pattern for financing for years. Others have favored greater flexibility and variation 
with freedom to adopt new methods. The proportion of utility offerings in bonds and 
preferred stock as compared with equity financing and the respective volume of public 
and private offerings has been reviewed by this author. 


ENERGY AND THE POWER INDUSTRY 


This is a thought-provoking article exploring the economics of three types of electric 
power generation: hydro, steam, and the atomic reactor. It is written by Franklin H. 
Cook, a Pennsylvania State professor of economics. He has endeavored in this dis- 
cussion to bring into one place an analysis of what is known to date on the cost of these 
three types of generation. The author is concerned more with the economic facts 
rather than the techniques of operation or speculation concerning these alternative 


fuels. 


* 


Al SO... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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Good in its day... 


But the sad-iron would be sad indeed com- 
pared with its modern electric counterpart. 
Chere’s another modern “electric appliance” 
available today whose work output is as over- 
whelmingly superior as the electric iron vs. 
the sad-iron. 

It’s the Bill Frequency Analyzer a machine 
of our invention for analyzing bills in ‘One 
Step’. Bills can go through the Analyzer at the 
rate of 200,000 to 300,000 a day! Thus you can 
get a clear, accurate analyzation of your bill- 
ing in a matter of hours instead of days. 


The Analyzer method saves time and defin- 
itely cuts costs. Even if you use your most 
experienced personnel and office calculating 
machines we can save you up to 50% with the 
Analyzer method. Besides, all the work is done 
in our office! 

Send us a sample of your billing sheet, a 
copy of rate schedules and an estimate of num- 
ber of customers billed on each rate and your 
frequency table requirements. We’ll give you 
an estimate of costs without charge. Then 
compare our costs with your own! 


RECORDING & STATISTICAL CORP. 


100 Sixth Avenue * New York 13, N. Y. 





Caudle Cele 


“There never was in the world two opinions alike.” 


Sir RoGER MAKINS 
British Ambassador to the 
United States. 


EDITORIAL STATEMENT 
The Wall Street Journal. 


Gorpon W. McKINLEY, 
Head economist, Prudential Insur- 
ance Company of America. 


Harry A. BuLtis 
Chairman of the board, 
General Mills, Inc. 


EDITORIAL STATEMENT, 
Chicago Tribune. 


Excerpt from First National 
City Bank (New York) 
Monthly Letter. 


—MOontTAIGNE 





“Democracy is a form of political organization which 
needs constant effort and attention. Complacency invites 


disaster.” 
ee 


“Tn the absence of the power of government, the power 
of competition will topple all restraints on trade. For 
competition has its own imperatives, and its imperatives 
are the public’s demands.” 

¥ 

“One of the most convincing indications of an up- 
surge in the economy is the confidence in the future 
exhibited by businessmen. There is a growing realiza- 
tion that capital investment must be planned for the 
long pull, with little weight given to intermediate 
cyclical fluctuations in business activity. These new at- 
titudes constitute one of the most important changes in 
our economy in recent years.” 


* 


“.. there is no magic power in the idea of a program 
of public relations itself, even though great sums of 
money are poured into it... . too many programs fail 
because they were based on an almost cynical attitude 
toward the public, an attitude which assumed that noise, 
intellectual sleight of hand, fancy advertising, and big 
headlines could stampede the man in the street. We all 
know that the public cannot be fooled.” 


> 
“Cutting down governmental activity can only 
strengthen the foundations of liberty and the private 
enterprise system. The consequent reduction in spending 
offers the eventual promise of substantial tax cuts. 
When a private operator takes over a government ac- 
tivity he pays taxes where the government paid none. 
A beginning has been made on a movement that deserves 
the support of every taxpayer. If the administration is 
encouraged to continue disposing of properties and serv- 
ices which could be handled as well, if not better, by 
private management, perhaps it will gain the courage to 
tackle the disposal of some of its most costly burdens, 
such as the Tennessee Valley Authority and other fed- 
eral power operations.” 
* 
“Fortunately, most businessmen seem to be keeping 
a careful eye on developments. To some observers, the 
very speed of the recovery has seemed too good to be 
true. They express misgivings about the high rate of 
housing starts, the growing burden of consumer instal- 
ment and morigage debt, declining farm income, and 
scattered indications of commodity price weakness. They 
wonder whether people are overextending themselves, 
and are watching such sensitive indicators as delin- 
quencies, garnishments, and foreclosures. So far no 
convincing danger signals have appeared, but these mis- 
givings are worth bearing in mind. The confident but 
cautious optimism that has served business so well in 
recent years is still needed.” 
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More and more 
Utilities and Industries 
find the need for 


the help you : 


wore se « OF Defore 


FINANCING 
ACCOUNTING 
TAXES 


INSURANCE ne _— 
PENSIONS We invite your inquiry. 


RATES Write for our booklet describing 
pipscionenocnsientonn in detail the many services 


venesncenean available to you. 
CONSULTING & DESIGN ENGINEERING, 
PURCHASING Address: Department E 


INDUSTRIAL & PUBLIC RELATIONS 300 Park Avenue, New York 22, N. Y. 
ADVERTISING 


Cppunwnuolls Sure Ge. 


COMMONWEALTH ASSOCIATES INC. 


300 Park Avenue, New York 22, N.Y. 
Jackson, Michigan Washington, D. C. 








“Our industry has made gigantic strides in { 
last decade. But, bright as the picture is, th 
is still a tremendous job to be done. The Li 
Better Electrically program provides a way 
me . ‘ accomplish this job realistically on a natio 
... will require basis. It will require the utmost cooperation 
, all of us. If we can put this across... this bro 
the utmost cooperation concept of Live Better Electrically... all sg 
a ments of our far-flung interests will benefit eg 
of all of us nomically. And, what is more important 
entire mation will be enriched with the opps 





tunity for better living, easier living, haop 


living.” 
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How electric utility companies ar 


LIVE BETTER... 


Today, over 200 electric utility companies are actively par- 
ticipating in the Live Better Electrically program. On Feb- 
ruary 8, over 80 of these companies sponsored the Live 
Better Electrically closed-circuit television show ard ir- 
vited their trade allies in 76 cities to attend. On tirat afte’- 
noon in February, the show was seen by an audience (and 
a selected audience! ) of over 30,000 people. 

Two hundred kinescope (film) prints of the show have 
been distributed for later showings by utility companies, ard 
it is estimated that these will have an audience of a quart.'r 
of a million viewers. 

Many utility companies are already using the Live Bett r 
Electrically theme and symbol in their advertising. Son e 








Harllee Branch, 
President, Edison 
Electric Institute 
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lectrically 


hve used it on their annual report. Reports have been 
thusiastic, and demand for advertising materials has 
ceeded even the most optimistic plans. Some utility 
mpanies have revamped their entire advertising sched- 
ie in order to make fuller use of the Live Better Electri- 
ally theme. Others have bought time on radio and tele- 
sion to identify their company with the Live Better Elec- 
ically movement. The success of the Live Better Electri- 
-ally campaign depends, in great measure, on co-operative 
-ffort. These utility companies working for, and getting 
he cooperation of, trade allies in their local areas will reap 
the greatest rewards. 


“Cornice” 


HERE ARE THE WAYS YOU CAN ENLIST THE 
SUPPORT OF YOUR LOCAL TRADE ALLIES 


Conduct regular Live Better Electrically sales and infor- 
mation meetings with dealers, contractors, builders and 
other local trade allies. 

Make wide distribution of all Live Better Electrically 
promotion materials—banners, window streamers, posters, 
counter cards and direct-mail pieces. 

Suggest truck signs, letterheads, business cards, postage- 
meter slugs incorporating the theme. 

Distribute copies of book “How to Help Home Owners 
Live Better Electrically” to trade allies. 

Supply trade allies with copies of consumer book 
“Step-by-Step Ideas to help you Live Better Electrically.” 

Mail copies of 8-page booklet entitled “The Story of 
Live Better... Electrically” to your trade allies. 

Use prepared radio and television commercials on your 
local stations. 

Supply your trade allies with prepared newspaper ad- 
vertising mats in various sizes. 











lf your problem concerns UTILITY RATES, 


you will want these two companion volumes 


Preparing 
for the 
Utility 
Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
320 pages 
Price $10 


MONG the values of this compilation of experiences 

taken from the records of actual rate cases, are the 

reviews of methods and procedures, which have been 
found helpful in — 


simplifying and speeding up rate 

case groundwork 

saving time and expense of participants 
cutting down “lag losses” 

increasing the confidence of investors 


all of which are in the public interest. 


The volume does not offer a program of standardized 
procedures for rate case preparation, but reviews the 
plain and practical methods that have been used. 


The chapter headings indicate the coverage: 


The Birth of the Utility Rate Case 
Public Relations and the Rate Case 
The Birth of Utility Company Rate Opposition 
The Nature of the Utility Rate Proceeding 
Events Leading Up to the Rate Case 
Selection and Function of the Attorney 
The Grand Strategy of the Rate Case 
The Mechanics of Rate Case Preparation 
Proof of the Rate Base 
The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 
Completing the Rate Base; Working Capital 
Operating Expenses 
Operating Expenses, Continued— 
Annual Depreciation 
The Rate of Return 


Rate Adjustments—Allocations 





Conduct 
of the 
Utility 

Rate Case 


by Francis X. Welch, 

B. Litt., LL. B., LL. M. 
400 pages 
Price $12.50 


HIS companion volume deals with those procedural 

matters which come after the preparatory stages of 
the rate case. It presents for the first time the practical 
problems of conducting the case — 


& filing the application 
> introducing the evidence 


» examining the witnesses, etc. 


In fact, it explains the time-saving and effective ways ot 
making the step-by-step progress toward the rate decision, 
including information concerning the requirements for 
appeal and review. 


Here are the chapter headings: 


Assisting In the Rate Case Preparation 
The Formal Approach to the Rate Case 
The Attorney-Client Relationship 
Preparing The Petition or Application 
Preparing the Testimony 
Parties—Rate Complaints—Rate Investigations 
Negotiations Before Hearing— 
Prehearing Proceedings 
Setting and Opening The Hearing 
Examination In Chief 
Cross-Examination and Rebuttal 
Evidence in a Rate Case 


The Case for Complainants or Rate 
Increase Protestants 


The Expert Witness 


Motions, Interlocutory Procedures, Arguments, 
Briefs and Decisions 


Appeal and Review 


Never before has anyone attempted to bring together, in relatively small compass, a comparable 


exposition and guide. 


PUBLIC UTILITIES REPORTS, INC., Publishers 
NEW BOOK DEPARTMENT 
309 MUNSEY BUILDING 
WASHINGTON 4, D. C. 








SPRAGUE 
240 
METER 


e-clock 
€ ntative 





. SPRAGUE 
aM MASA COMBINATION 
228345) METER AND 
REGULATOR 


The accuracy and time-proven minimum maintenance 


of Sprague Gas Meters are worth your consideration. 


METER COMPANY 


BRIDGEPORT 4, CONN. 
BRANCHES: DAVENPORT, IOWA HOUSTON 3, TEXAS 
LOS ANGELES 23, CALIF. SAN FRANCISCO 12, CALIF. 
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Q-Panel walls grace the new Elrama Poi 


Why fine new power Plant (above) near Pittsburgh. It was desig 


by Duquesne Light Company’s Enginee 
and Construction Department. The Drs 


plants everywhere Corporation was General Contractor. 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value... 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 

















Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were us 
to enclose the impressive Hawthorn Ste 
Electric Station (left) of the Kansas City, M 
souri, Power and Light Company. Ebas:o 
vices, Inc., designed and built the plant 





Robertson 


Q-Panels 


H. H. Robertson Company 
2424 FARMERS BANK BLDG. »* PITTSBURGH 22, PA. 
Offices in Principal Cities 


NAME 


FIRM 


ADDRESS 
PUFI 
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Whether the way leads by road or across country . . . 
you can depend on an INTERNATIONAL light-duty four- 


Out where wheel-drive truck to deliver crew and equipment to the 


job site. 
This INTERNATIONAL model S-120(4x4) can help the 


ege 
»” ependa lb 4 5 ity job schedule move faster, more surely. It goes anywhere, 


through sand, snow, mud. . . pulls through the bad spots 
. .. doesn’t have to be driven the long way around. 


Cou AtS It features exclusive INTERNATIONAL power take-off 
transfer case, plus optional power take-off transmission 
for auxiliary equipment. It’s available in 4 tire sizes, for 


ample clearance, extra flotation and traction. 


YOU NEED AN And like every INTERNATIONAL, it is all-truck built to 
save you the BJG money over the years. . . the operation 


NTERNATIONAL LIGHT-DUTY and maintenance money. See your INTERNATIONAL Truck 


Dealer or Branch today, learn more about truck depend- 


4-WHEEL-DRIVE TRUCK ability! 
a Por INTERNATIONAL HARVESTER COMPANY ¢ CHICAGO 
desigi 
rinee 
2 Dra 


Full-size, light-duty model S-120(4x4) gives you 

a gross vehicle weight of 7,000 Ibs. Mounts pickup, 

Travelall,® service utility, stake or flat-bed body. 

Enjoy more convenience and comfort in exclusive 

Comfo-Vision cab. Short stroke, 131 horsepower 

BD-240 engine standard equipment. i sate 


Four-wheel-drive model S-160(4x4) with public 
utility body (right) has GVW of 15,000 Ibs. Also avail- 
able—model SA-140(4x4), 11,000 Ibs. GVW. 


All-Truck Built to 


® 
TERNATIONAL save you the BIG money! 
T a CS} es Motor Trucks * Crawler Tractors * Industrial Power 
® McCormick® Farm Equipment and Farmall® Tractors 
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ATOMIC 


CONSIDER 
Pioneor Aowices 
TO HELP YOU PLAN 


WHATEVER THE SOURCE 


Serving power plant needs of 
industries and Utilities for 54 years 


Pioneer Service & Enginecring Co. 


231 SOUTH LA SALLE STREET * CHICAGO, ILLINOIS 
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The miracles of modern electric illumination were all fore- 
shadowed by the glow of Edison's first lamp—implicit 
in the great IDEA. Also implied in this, as in all epoch-making 
inventions, were the corollary imagination 
and effort of thousands of unpublicized 
successors—pioneers of America’s vital electric illuminating industry. 


KERITE insulation was well established By conscientious workmanship, care- 


ful handling, and a continuing search 
for new and better applications of its 
unique formula, The Kerite Company 


, i : has been able to anticipate the power 
f t ’ ’ Pr . . . 
npn industry’s needs. It will continue to 


mate economy in the infant lighting apply itself to the technical world of 
and power industry .. . for the trans- “ideas” in which now, as in Edison’s 
mission of electric power via aerial, day, the future of America’s power 
underground, and submarine cable. still lives. 


before the turn of the century. Already 
famous in telegraphic and signal appli- 
cations, Kerite quickly won recogni- 


The value and service life of a product can be 
XP 7° greater than the integrity and craftsmanship of its maker. 


KERITE CABLE 


THE KERITE COMPAN Y—30 Church St., New York 7, N. Y. 
F Offices also at 122 S. Michigan Ave., Chicago; 582 Market St., San Francisco; 
‘ounded 1854 00 San rnando Rd nda alif.: 
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SIMPLIFY PREFERRED-TO-EMERGENCY SWITCHING WITH 


S$2C’s new Smet approach 


Here is a simplified solution to the demands for uninterrupted service . . 


. a complete 


throw-over “‘package”’ that overcomes the disadvantages of previous methods that were 
unsightly, costly, and complicated. S&C’s new package is compact, economical, and 
completely enclosed—ideal for distribution and industrial substation applications. 


LOW COST—Standardized design and fac- 

tory assembly techniques provide substan- 
al savings. The entire system is factory tested and 
eady to set into place. . . no costly on-the-site construc- 
on, assembly, or check-outs to make. 


SAFE—The tamper-proof metalclad unit pre- 
vents access to unauthorized persons. Thus 
is suitable for residential and industrial areas. 


ATTRACTIVE APPEARANCE — All sensing, 
. switching, and protective devices are en- 
losed in a metalclad unit. There are no ugly motor- 


driven, pole-mounted switches. Simple lines, neutrd 
finish, and compact, streamlined construction are il 
keeping with the planning of today’s residential 2 
commercial neighborhoods. 


15-CYCLE AUTOMATIC THROW- OVER 

Throw-over in case of an outage is accom 
plished in about 15 cycles or less, rather than the seve 
seconds required with motor mechanisms. 


FULL LOAD INTERRUPTION—S<C Loa | I 
— -terrupter components permit the entire lo 
to be dropped at any time under any conditions e: cep 
short circuit. 
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S,7 
td Cc Specialists in High-Voltage Switchgear for Electric Utilities since 1910 
S2C ELECTRIC COMPANY 
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A 7,000,000 HP 
STICK ESSN (1) 





Achievements of Newport News personnel in 
designing and building water power equipment 
during the past thirty years reflect a high integra- 
tion of skill and production facilities. 


Answering demands for hydraulic turbines rated 
as high as 165,000 horsepower and as low as 


500 horsepower, this trained organization has 
successfully filled contracts with an aggregate 


Interior view of spiral casing at Norris D 





rated output in excess of 7,000,000 horsepoy 


Other essential equipment including peristod 
spiral casings, valves, pumps, gates and rac ra 
are also designed and built by Newport Mews 


An illustrated copy of our booklet entit 
“WATER POWER EQUIPMENT,’ wil! bes 
to you upon request. 


SHIPBUILDING AND 
NEWPORT NEW DRY DOCK COMPANY 





Newport News, Virginia 
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Thursday—12 


Southeastern Electric Ex- 

change, Engineering and 

Operation Section, begins 
meeting, Augusta, Ga. 


Friday—13 


Northwest Electric Light & 

Power Association, Engi- 

neering and Operation Sec- 

tion, ends 3-day meeting, 

Vancouver, British Colum- 
bia, Canada. 


Saturday—14 


Rocky Mountain Electrical 
League will hold annual 
fall convention, Colorado 
Springs, Colo. Apr. 29- 
May 1. Advance notice. 


Sunday—15 


Edison Electric Institute, 
Engineering Committees, 
will hold meeting, Chicago, 
Ill. Apr. 30-May 2. Advance 


notice. 








Monday—16 


Greater New York Safety 

Council begins annual safe- 

ty convention and exposi- 
tion, New York, We. 


Tuesday—17 


Atomic Industrial Forwm, 

Inc., begins atomic energy 

conference, Atlanta, Ga., 
and Oak Ridge, Tenn. 


9 


Wednesday—18 


American Water Works 

Association, New York 

Section, begins annual meet- 
ing, Utica, N. Y. 


Thursday—19 


Gas Appliance Manufac- 
turers Association begins 
annual meeting, White 
Sulphur Springs, W. Va. 





Friday—20 


Indiana Gas Association 
en's 2-day meeting, French 
Lick, Ind. 


Saturday—21 


National Farm Electrifica- 

tion Conference will be 

held, Chicago, Ill. May 3, 
4. Advance notice. 


Sunday—22 


National Association of 
Railroad and Utilities Com- 
missioners, Executive Com- 
mittee, will hold meeting, 
St. Louis, Mo. May 4. 


Advance notice. 


Monday—23 


Southern Gas Association 
begins annual convention, 
Dallas, Tex. 





Tuesday—24 


rth Dakota Telephone 
‘sociation begins annual 
onvention, Fargo, N. D. 





Wednesday—25 


World Oil Exposition be- 
gins, Houston, Tex. 





Thursday—26 


American Water Works 
Association, Pacific North- 
west Section, begins an- 
nual meeting, Victoria, 
British Columbia, Canada. 





Friday—27 


Southeastern Gas Associa- 

tion begins supervisor 

training round-table confer- 
ence, Charlotte, N. C. 
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Courtesy, United Gas Corporation 
Domestic Meter ‘Testing 


One of the many gas-distributing company problems. 
Vg ( : 
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Is FPC Gas Producer Regulation 
Here to Stayr 


This writer believes that it is, in one form or another; 

and that producers might well seek to make the best of 

it, rather than revive the twice-vetoed effort to avoid 
such regulation entirely. 


By FRANCIS X. WELCH* 


N February 17th President Eisen- 
hower vetoed the Harris-Fulbright 

Bill to exempt independent natural 

gas producers from the direct jurisdiction 
of the Federal Power Commission. This 
action climaxed nearly a decade of agita- 
tion to exempt producers from the Nat- 
ural Gas Act. Going all the way back to 
the Moore-Rizley bills in the 80th Con- 
gress and including the two bills actually 
approved by Congress but vetoed by Presi- 
dents Truman in 1950 and Eisenhower in 


*Editor, Pustic Uriities FortNIGHTLY. 


1956, there have been a number of such 
bills. These bills, varying in phraseology 
but similar in general purpose, had one 
feature in common. They were all exemp- 
tion bills. They were all attempts to ex- 
clude producers from the jurisdictional 
control of the FPC. 

It is easy to understand how the authors 
of such bills got started on that line of 
amending the Natural Gas Act. They were 
mostly Congressmen from gas-producing 
states who were, and probably still are, un- 
der the impression that it was the original 
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intent of Congress to exempt producers 
and gatherers from rate-fixing control, as 
well as every other kind of FPC jurisdic- 
tion. And when the U. S. Supreme Court 
in the celebrated Phillips Petroleum deci- 
sion refused to construe § 1 (b) of the act 
as removing natural gas sales by such pro- 
ducers for public consumption from the 
general rate-fixing authority of the FPC 
as part of the general interstate traffic, 
the Harris-Fulbright Bill openly attempted 
to nail down such an exemption notwith- 
standing the Phillips Petroleum decision." 


HE question now arises, however, 

whether gas producers can ever ex- 
pect to be entirely free of the FPC’s juris- 
diction. The further question arises 
whether they might not have more suc- 
cess, or at least some success, in obtaining 
their objectives by trying to live within the 
Natural Gas Act, rather than by trying to 
get special legislation placing them outside 
of it. Twice they have swung and missed 
on gaining presidential approval of legisla- 
tion passed by Congress. Would a third 
attempt along the same line mean a com- 
plete strike out and put them in an even 
worse position as far as gaining certain 
measures of regulatory relief with which 
President Eisenhower himself confessed 
he was in sympathy? Considering the po- 
litical strength and influence wasted al- 
ready on exemption bills, how much of it 
is left to support merely corrective legisla- 
tion? How welcome will the producers be 
on Capitol Hill next year? 

It might be well to bear in mind one 
statement in the President’s veto message. 
It was not that part of the message deal- 
ing with the controversial passage of the 


1Phillips Petroleum Co. v. State of Wisconsin 
(1954) 3 PUR3d 129. 
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Fulbright Bill through the Senate. It was 
the very last sentence of the message deal- 
ing with the merits of the legislation. 
President Eisenhower said : 


I feel that any new legislation, in ad- 
dition to furthering the long-term in- 
terest of consumers in plentiful supplies 
of gas, should include specific language 
protecting consumers in their right to 
fair prices. 


Thoughtful consideration of this lan- 
guage suggests that while President Eisen- 
hower is not averse to some legislation, 
changing or clarifying standards of regu- 
lating producers, he is nevertheless in 
favor of continuing regulatory controls 
over them in the interest of protecting the 
consumer. Going a step further, it is diffi- 
cult to believe that the President had in 
mind any self-executing statutory pro- 
visions which would leave the FPC out of 
the picture entirely and delegate consumer 
protection mainly to the realm of contract 
bargaining between pipelines and pro- 
ducers. As a matter of fact, many good 
lawyers had serious doubts about the valid- 
ity of the Harris-Fulbright Bill, on this 
score, even if it had been enacted into law. 
After all, the same U. S. Supreme Court 
would have had to pass upon the constitu- 
tionality of such legislation, strongly 
smacking of pointedly overriding its 
own decision. 


UT it is academic at this time to worry 
about the hypothetical validity of the 
Harris-Fulbright Bill or what would have 
happened to it on a constitutional test case. 
Indeed, it might even be academic to place 
too much emphasis on whether President 
Eisenhower would or would not sign the 
same Harris-Fulbright Bill if it should 
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again come before him for future ap- 
proval, without the handicap of the con- 
troversial charges about influencing sena- 
torial votes. 

The plain fact is that the Harris-Ful- 
bright Bill could not be passed again in 
this 84th Congress, as even the bill’s sup- 
porters are ready to admit. More than that 
it is very unlikely that the same sort of 
bill would get very far in the next Con- 
gress. That would depend, of course, on 
the elections next November. A realistic 
appraisal of the situation, however, strong- 
ly suggests that the producers will have 
to take something less than the Harris- 
Fulbright Bill, if they get any new legis- 
lation at all. 


Is New Legislation Needed? 


[ would serve no practical purpose here 

to go back over the welter of argu- 
ments and counterarguments on the sub- 
ject of why the producers thought they 
needed any statutory relief at all. Most 
readers of these pages are familiar with 
the main contention of the producers that 
they are engaged in selling a competitive, 
marketable commodity, not in performing 
a utility service. Those opposed to outright 
exemption of the producers from all con- 
trols mainly contend that there cannot be 
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fair and reasonable regulation of gas rates 
at one end of the pipeline and none at the 
other. In between these two positions, the 
U. S. Supreme Court has ruled that pro- 
ducers are subject to rate regulation under 
the Natural Gas Act with respect to the 
sale of gas moving in interstate pipelines. 
Where does that leave us? 

The situation is complicated by the fact 
that efforts on the part of the Federal 
Power Commission to work out a realistic 
form of regulation which might be fair as 
well as practical for producers, have struck 
a judicial snag, if not a stone wall, in the 
decision of the U. S. circuit court of ap- 
peals for the District of Columbia in the 
so-called Panhandle Eastern Pipe Line 
Case.? Here is what FPC Chairman Kuy- 
kendall said, very informally, about that 
decision, in recent testimony before a 
House Appropriations subcommittee: 

CHAIRMAN KUYKENDALL:. . . I 
would say this, and with all due respect 
to the circuit court of appeals, I think 
that the court was in error when it told 
us we had to have an original cost study 
of each producer. I think the court was 
actually legislating when it said that, be- 
cause the Natural Gas Act merely says 





2 City of Detroit v. Federal Power Commission 
(USCA [DC]), 11 PUR3d 113. 


party controls Congress, new producer legislation will have 


q “REGARDLESS Of who sits in the White House next year, or what 


to get started under a handicap. The handicap results from 
the political disclosures which have come about since the Senate 
passed the Harris-Fulbright Bill and more of which may be 
aired before the next Congress meets. There is no need to 
dwell, here, on the unpleasant ramifications, which should have 
nothing to do with the merits of new legislation. But it ts only 
being realistic to consider that such a handicap for such legisla- 


tion does and will exist.” 
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that we shall prescribe just and reason- 
able rates. I still believe that the correct 
law is what the Supreme Court has said 
so many times, that we are not confined 
to any one rigid formula.® 

REPRESENTATIVE YATES: 
agree with that... 


I would 


a is every reason to believe that 
the present FPC membership will try 
to work out a fair and practical approach. 
After all, the FPC majority refused to 
take rate jurisdiction over the producers 
in the first place—in the original Phillips 
Petroleum decision by the FPC.* And 
after the U. S. Supreme Court held other- 
wise, on appeal, the FPC majority favored 
exemption by legislative ‘amendment. On 
the basis of this background, the producers 
might reasonably expect that the FPC will 
not use its regulatory powers in a manner 
which will be unduly oppressive. 
But there are just two things wrong 


8 Hearings on the Independent Offices Appropria- 
tions for 1957, House subcommittee, February 20, 
1956, at page 1727. Chairman Kuykendall suggested 
at another point of his testimony (hearings, page 
1686) : 

A farmer may own a farm on which gas or oil 
was discovered. He gets a royalty from it. If he 
should take his gas in kind and sell it, under the 
original cost concept, he would have no rate base, 
because he did not put a nickel into his gas invest- 
ment. Would the courts uphold us if we were to 
say he should get nothing because he has no in- 
vestment in it? This original cost theory could 
produce absurd results. 

The House subcommittee chairman, Representa- 
tive Thomas (Democrat, Oklahoma), obviously 
agreed. He said (hearings, page 1687) : 

I would just as soon try to tame nine wildcats 
at one time. Here is your field out here, and some 
of the boys go out and pay so much for this lease 
and so much for that and some spend for this ex- 
pense and others for that. Now, here is one that 
goes in and drills a dry hole, and that is going to 
disprove 2,000 or 3,000 acres all around here. This 
man put 3-X dollars into it and this man put 
100-X dollars into it. How are you going to figure 
out the base value of that in the area around that 
dry hole which just proves the money he has put 
up? Somebody has to do a little guessing about it. 


# (1951) 90 PUR NS 325. 
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with this pleasant picture of the FPC vol- 
untarily developing, within the framework 
of its own present statutory authority, a 
workable solution to the problem of pro- 
ducer rate regulation: (1) How much au- 
thority has the FPC to do this which will 
stand up in court? (2) How long will it 
take to find out ? 

As the FPC reversal in the Panhandle 
Eastern Case would indicate, the U. S. 
circuit court for the District of Columbia 
feels it has a good deal to say about just 
how the FPC should exercise its “exper- 
tise” under the Natural Gas Act. The court 
virtually directed the FPC to use an orig- 
inal cost rate base in valuing gas produc- 
tion for rate making, or give a very good 
reason why not. Rehearing has been de- 
nied in that case, but it is almost certain 
that no further appeal can be completed 
to the U. S. Supreme Court before the end 
of the present term. That would put the 
highest court decision on this one question 
of rate base concept over until late in 1956 
—more likely until spring of 1957. 

It may very well be, as Chairman Kuy- 
kendall has indicated (and a good many 
lawvers agree), that the U. S. Supreme 
Court will eventually uphold the discretion 
of the FPC to vary the rate-making ap- 
proach for producers and not be bound 
by any one formula (as the court has re- 
peated several times in earlier cases). But 
the case-by-case method of trial and error 
will take a long time, if every new ap- 
proach attempted by the FPC has to take 
the one-to-two-year delay of gaining ju- 
dicial approval. 


I’ it had not been for this direct judicial 
supervision thrust upon the FPC in the 
Panhandle Eastern Case, there might be 
some broader basis for speculating about 
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Regulation Does Not End Enterprise 


— regulation does not necessarily mean a cost rate base. It is 
true, utility regulation by a commission is generally a substitute 
for competition, which operates as a check in the unregulated field. But 
there can still be vigorous private enterprise under regulation. It does not 
have to be competitive enterprise. For that matter, just how much real 
competition is there in a situation where producers feel they must have the 
most favored nation escalator clauses? That is about as competitive as a 





what the FPC might do, on its own, to 
break the producer rate regulatory bottle- 
neck.® There are any number of interesting 
possibilities, including the idea recently 
suggested by FPC Commissioner Con- 
nole, that “operating ratio”—the tech- 
nique successfully applied to the fixing of 
transit fares and other transportation rates 
—tmight be considered as a substitute for 





5 For further indication that the District of Co- 
lumbia circuit court of appeals considers itself pretty 
nearly a board of revision for the FPC, note the 
court’s recent reversal of the FPC order permitting 
the reconversion of the “Little Inch” pipeline from 
gas to oil transport, in the Texas Eastern Trans- 
mission Co. Case, decided March 9, 1956. Note also 
the two U. S. Supreme Court decisions, both handed 
down February 27, 1956, which upheld circuit court 
rulings setting aside, on highly technical grounds, 
FPC gas and electric rate increase orders, respec- 
tively, in the Mobile Gas Service Corporation and 
Sierra Pacific Power Company cases. 


European cartel system.” 








the utility cost rate base concept. Yet, all 
these ideas would take time—too much 
time, perhaps—to work out under the un- 
certain case-by-case testing method al- 
ready mentioned. 

True, if there is no further legislation, 
that may well be the way the problem will 
have to be worked out anyhow. But the 
present stalemated situation is certainly a 
good reason for seeking new legislation at 
the next Congress, provided it is restricted 
to clarification and correction, and does 
not tempt another defeat by going as far 
as outright exemption. After all, the FPC 
has a stake of its own in clearing up a 
generally chaotic work-load situation 
caused by the accumulation of nearly 200 
producer rate increases, as of this writing, 
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without any definite idea of what to do 
about them.® 


HERE is still another longer-range rea- 

son why (from the producers’ point 
of view, at least) new corrective legisla- 
tion might be desirable, rather than leave 
this problem to be solved within the frame- 
work of FPC discretion. That has to do 
with the FPC itself. Granted that the pres- 
ent FPC has been most intelligent and 
broad-minded in its efforts to cope with the 
particularly complex technical and eco- 
nomic problems of producer rate regula- 
tion, it is certain as day follows night that 
commission membership will change. We 
like to think of our system as a government 
by law rather than men, but what would 
happen if, as Exodus puts it, “another 
generation of rulers arose which knew not 
Joseph.” If special protective standards are 
needed to guide the commission in regu- 
lating producers, it is understandable that 
producers would feel happier if they were 
spelled out in the Natural Gas Act, rather 
than left to the changing ideas of a future 
FPC majority. 


What Are the Chances for 
New Legislation? 


_<~——eema of who sits in the White 
House next year, or what party con- 





6 Replying to questions by Representative Yates 
as to what the commission was going to do about 
these cases, Commissioner Digby said: “We have 
made no definite policy determination.” (Hearings, 
page 1684.) And Chairman Kuykendall added, as 
to a specific question of how such rates would be 
fixed: “I don’t think that anybody knows. I do not 
think members of the commission or the staff know 
exactly how we are going to do it.” He noted, how- 
ever, that two years had elapsed from the time the 
act was passed in 1938 until the first pipeline rate 
case was decided. The chairman thought that from 
10 to 20 producer cases, now ready for commission 
decision, might be completed within two years from 
ho ie of the Phillips Petroleum decision (June 4, 
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trols Congress, new producer legislation 
will have to get started under a handicap. 
The handicap results from the political 
disclosures which have come about since 
the Senate passed the Harris-Fulbright 
Bill and more of which may be aired be- 
fore the next Congress meets. There is no 
need to dwell, here, on the unpleasant rami- 
fications, which should have nothing to do 
with the merits of new legislation. But it 
is only being realistic to consider that such 
a handicap for such legislation does and 
will exist. 


ip it be overcome? Assuming a most 

favorable climate for such legislation 
in Washington next year, a good bit of pre- 
paratory work will still have to be done. 
The main “condition precedent” will be 
for the producers and the distributors to 
reach common ground. If they do not do 
this, if the producers again make the 
mistake of disregarding the distributors’ 
demands for some measure of protection 
against spiraling gas price increases, any 
further attempt to amend the Natural Gas 
Act is doomed, in the opinion of this 
writer. If there were any profit in examin- 
ing past errors, it might be well to con- 
sider the unnecessary hostility that was 
created by some of the arguments circu- 
lated in support of the Harris-Fulbright 
Bill in the closing weeks of the congres- 
sional debate. 

Efforts were made to show that pro- 
ducer regulation was unnecessary because 
producer price increases in the past have 
involved only a few cents out of the dollar 
the consumer has paid for gas. Inferences 
were made that the distributing utilities 
have been getting away with a much larger 
part of the consumer’s dollar and were 
somehow evading effective regulation. 
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UCH insinuations were, of course, a re- 
flection not only on the distributing 
utility companies, but also upon the work 
being done by the regulatory commissions, 
state and federal. Naturally, they resented 
it. There was, of course, no basis in fact 
for any suggestion that distributing utility 
companies have somehow been able to reap 
excessive or uncontrolled profits. Even the 
most cursory examination of the strict 
commission regulation which has been im- 
posed upon the distributing utility compa- 
nies would show the rigid restraints of 
rates limited to minimum allowable returns 
on minimum rate bases.” 

Any substantial gas utility security in- 
vestor knows this, from his own yield ex- 
perience. The distributor company people 
know it. The regulatory commissions 
know it. Pipeline companies certainly 
know it. It is hard to understand why the 
producers were not sufficiently well aware 
of the true underlying facts to avoid any 
such arguments in favor of the Harris- 
Fulbright Bill. 

Such arguments are reminiscent of the 
claims made, from time to time, by farm 
state Congressmen who wander into the 
House of Representatives restaurant or 
some other eating place in Washington 





7 Counsel for Consolidated Edison Company of 
New York has said that that organization for many 
years has never earned on its gas business in excess 
of 34 per cent. 


q 
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and pick up a menu showing the price of a 
pair of pork chops at $1.75 or thereabouts. 
They display such menus on the floors of 
Congress and complain because the farmer 
is only getting a few cents a pound for pork 
on the hoof. It is a trick that has been tried 
so often that even the farm bloc Congress- 
men don’t bother much with it any more. 
The economics of meat processing and dis- 
tribution are too well understood. The eco- 
nomics of gas processing, transmission, 
and distribution—including all the fixed 
costs and overhead of local retail service 
—invite equal understanding. 


Sie is only one of the points of un- 

necessary disagreement which can 
easily be resolved in preparation for a new 
unity of purpose to launch further legis- 
lation to ease the burden of producer regu- 
lation. Along this line one of the main 
troubles, in the past, has been the very lack 
of communication between the distributors 
and the producers. This is an inherent diffi- 
culty. It has been said that the gas indus- 
try, like Caesar’s Gaul, is divided into three 
parts. But they do not have to stay that 
way. 

The pipeline companies have been repre- 
sented as being in the middle. But in the 
absence of producer regulation, the posi- 
tion of the pipeline companies has also 
served to keep the producers and the dis- 


“THE plain fact is that the Harris-Fulbright Bill could not be 
passed again in this 84th Congress, as even the bill’s supporters 
are ready to admit. More than that, it is very unlikely that the 


SAME sort of bill would get very far in the next Congress. That 
would depend, of course, on the elections next November. 
A realistic appraisal of the situation, however, strongly sug- 
gests that the producers will have to take something less than 
the Harris-Fulbright Bull, if they get any new legislation at all.” 
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tributors physically apart and ignorant of 
each other’s problems.® 

Again, this was nobody’s fault—just the 
way the business was organized and grew 
up. But as a result there has been an ab- 
sence of direct relationship between the 
real seller of the gas produced and the 
party chiefly responsible for its ultimate 
sale to the public—the distributor. Both 
have plenty of problems which might be 
talked over and even solved if the pro- 
ducers could get together directly with 
the distributors. 

If distributors as well as pipelines and 
producer interests can get their feet under 
the same table and agree upon legislation 
that could be submitted to the next Con- 
gress, the chances of approval—early and 
prompt approval—would be much bright- 
er. But to reach such a concordat—heal- 
ing the unfortunate divisions of the past 
—concessions all around will be necessary. 
Let us consider, therefore, what might be 
done by way of leading these parties to a 
harmonious council table at which there 
could be negotiated such a bill, acceptable 
to all three branches of the gas industry 
and, most important of all, consonant with 
the public interest. 


What Kind of a Bill? 


a even approaching our hypotheti- 
cal conference table, the participants 
might well consider discarding a certain 
amount of “excess baggage.” There is a 





8 Randall J. LeBoeuf, Jr.. New York attorney, 
identified with the distributing interests, told the 
mineral law section of the American Bar Associa- 
tion in New Orleans, November 29, 1955: 


In the past, at least, the pipeline companies have 
had no incentive to be an effective bargaining 
agent. They are in a sheltered position where they 
have been allowed to recoup any price they con- 
tracted to pay, plus a 6 per cent return on their 
capital investment. Also they were protected by 
20-year contracts at both ends of their long lines. 
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suggestion, for example, that producers 
just will not bow to any form of FPC 
regulation. They will go on strike. They 
will boycott commitment of reserves to the 
public supply. They will resort to intra- 
state markets. 

The trouble with such arguments is the 
misconception that the very idea of utility 
regulation is somehow incompatible with 
private enterprise. As Senator Douglas 
(Democrat, Illinois) said during floor de- 
bate on the Harris-Fulbright Bill, an ef- 
fort has been made to make “utility regu- 
lation” dirty words. 

It is only natural for an industry which 
has never had regulation before to re- 
sist it. In past years the railroads and 
other utilities resisted it. Nobody likes to 
take medicine. But when the necessity for 
it became apparent, they submitted and the 
world did not come to an end for them. 
Defiance of federal regulation simply be- 
cause it is federal regulation might, over 
the long range, get both the gas- and oil- 
producing companies into serious trouble 
with the American people. 

Millions of homes now have gas-heating 
equipment and somehow or other the in- 
dustry simply must, in its own enlightened 
self-interest, work out some way of see- 
ing that a continued supply of gas goes 
to those homes. There is no quicker way 
of having the specter of public ownership 
raise its head in this field of industry than 
to talk about cutting off gas and letting 
American homes grow cold. 


NOTHER item of “excess baggage” 
might be too much reliance on the 
argument about competitive fuels. Even 
under the optimum conditions of the magi- 
cal creation of a most efficient, modern 
plant with ideal load factors, it is hard to 
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Changing Economics of Gas Producers’ Sales 









<4 \ io ago when natural gas was a glut on the market, some producers 
were caught with long-term contracts committing them to a sale 





of gas for many years for a few cents a thousand feet. Legally, they were 
stuck with their bargain, as long as such contracts remained in force. It 
might have been in the interest of good business for the parties to 
renegotiate some of these contracts, as the market subsequently changed 
with the development of the vast pipeline networks. But, in any event, the 
producers soon saw that they would have to protect themselves by a variety 
of measures from such contractual strait jackets. Among these measures 
were the spiral clauses and most favored nation escalator clauses, of which 
the distributors so bitterly complain today.” 











conceive of manufacturing gas at much 
less than 65 cents a thousand cubic feet, 
even in the areas of plentiful coal and oil 
supply. It is hard to conceive of financial 
interests seriously considering the reorgan- 
ization of gas utility service on a manu- 
factured gas basis under those or less fa- 
vorable conditions. 

At the same time, there is the very real 
problem of competitive fuel costs which 
could injure the distributors in expanding 
their business if gas rates continue to go 
up in some sections. On the opposite of 
this is the very real problem recognized by 











President Eisenhower in his veto message 
that some incentive must be provided for 
the exploration and discovery of new re- 
serves. 


ND so, in approaching this conference 
table there are plenty of real prob- 

lems to be discussed, without the unneces- 
sary complication of “excess baggage.” 
But the main objective of the conference 
table would seem to boil down to simply 
this: What assurances do the producers 
need to provide the incentive of continued 
gas exploration, production, and commit- 
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ment of gas to the public supply? Against 
this, what assurances do the distributors 
need that producer rates will not increase 
so rapidly or chaotically as to threaten the 
very financial security of their operations? 
Within these two opposite limits the prob- 
lems can be worked out. But the conferees 
cannot lose sight of the primary considera- 
tion—the public interest! 


What Kind of Regulation? 


W: have already seen that the biggest 

stumbling block of the status quo is 
the insistence in some quarters on a tra- 
ditional cost type of regulation—rate base 
regulation. The producers claim that this 
is not realistic. There is much evidence to 
support that view. Only a minority could 
possibly favor regulation for the sake of 
regulation. The distributors, as far as this 
writer can ascertain, have never insisted 
on a cost base approach. Certainly the 
members of the Federal Power Commis- 
sion have never insisted on it, as the record 
well shows. 

Utility regulation does not necessarily 
mean a cost rate base. It is true, utility 
regulation by a commission is generally a 
substitute for competition, which operates 
as a check in the unregulated field. But 
there can still be vigorous private enter- 
prise under regulation. It does not have to 
be competitive enterprise. For that matter, 
just how much real competition is there in 
a situation where producers feel they must 
have the most favored nation escalator 
clauses? That is about as competitive as a 
European cartel system. 

Distributing utilities and their pipeline 
suppliers are captive customers, as the 
President pointed out in one of his press 
conferences, commenting on the Harris- 
Fulbright Bill. If they could pick up their 
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pipelines and put them under their arms 
to go shopping among producers, there 
might be more validity to the stress on 
competition. It is the escalator clauses 
which have caused the distributors the 
most concern. They also have been con- 
cerned about the possibility of producers 
abandoning service without the authority 
of the FPC. 


© ie of the things which our conference 
table will have to consider is the 
changing character of the gas industry. 
Some of the things which were required 
in former years may not be required today. 
Among these are some of the more vola- 
tile forms of escalator clauses.® 

These are economic rather than legal 
considerations. Years ago when natural 
gas was a glut on the market, some pro- 
ducers were caught with long-term con- 
tracts committing them to a sale of gas for 
many years for a few cents a thousand 
feet. Legally, they were stuck with their 
bargain, as long as such contracts remained 
in force. It might have been in the interest 
of good business for the parties to renego- 
tiate some of these contracts, as the mar- 
ket subsequently changed with the devel- 
opment of the vast pipeline networks. But, 
in any event, the producers soon saw that 





9A “spiral clause” escalator automatically passes 
back to the producer a portion of any increase of 
rates which the pipeline may receive. Since the 
pipeline’s rates are based on recouping its entire 
cost of gas, such a clause can entitle it to a second 
increase and so on and on. 

A “most favored nation” clause gives the pro- 
ducer an increase if the same pipeline company or 
another one pays a higher price for gas to another 
producer in the same field. In other cases, the same 
“trigger effect” can be caused by contracts made 
by different parties in other and distant fields. A 
case has been cited of a small field only 20 square 
miles so interrelated by contract with other areas 
that negotiated prices were subject to change by 
subsequent contracts entered into in various parts of 
a different area totaling over 20,000 square miles in 
different states around the Gulf of Mexico. 





























they would have to protect themselves by a 
variety of measures from such contractual 
strait jackets. Among these measures were 
the spiral clauses and most favored nation 
escalator clauses, of which the distributors 
so bitterly complain today. 

At our hypothetical conference table, it 
is not beyond the realm of supposition that 
the producers themselves will recognize 
that the time has passed for the need of 
the more volatile types of escalator clauses. 
And we might also suppose that the dis- 
tributors will recognize that a producer, 
depending for his livelinood on a wasting 
asset, sold in an increasingly higher mar- 
ket, has a right to some orderly form of 
periodic price increase. When his well is 
exhausted, he is out of business, to that 
extent. 

There are obsolescence and other fac- 
tors. The producer cannot be expected to 
stick his head into a long-term commit- 
ment at a fixed price. Nobody else in busi- 
ness would do that these days. We have 
become used to periodic renegotiation of 
wage contracts. We know that the general 
trend of prices is up, not down, over the 
long range. 


: pER, in brief, are some of the basic 


points for negotiation which might 
lead to a bill which would really protect 
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the consumer’s interest and gain at least 
some measure of concession from the other 
interests : 


1. No abandonment of producer serv- 
ice once committed. To this extent, pro- 
ducers would have to remain under 
some continuing form of FPC regula- 
tion. 

2. Producers should be freed of all 
regulation not actually necessary for the 
protection of ultimate consumers. De- 
tails of this, as to reporting, accounting, 
etc., would have to be worked out. 

3. Negotiated contracts on producer 
rates should remain effective, subject to 
FPC supervision and adjustment upon 
complaint of any real party in interest-— 
including distributors and consuming 
interests not directly parties to the con- 
tract. This would probably mean even- 
tual supersession of contract rate fixing 
by FPC rate fixing. But contracts might 
well provide a convenient “presump- 
tive” basis for FPC regulation, at least 
in transition. 

4. Most favored nation and spiral 
escalator clauses should be re-examined 
with a view to elimination from all such 
contracts. But some form of orderly es- 
calation might be considered. 

5. As to rates not under contract or 
otherwise brought under direct regula- 


“THERE will have to be some over-all regulatory control of 
producers, AS sucH! The outright delegation of the regulatory 
function to contract bargaining between producers and pipe- 


lines cannot protect the public interest. As already stated, con- 
tracts in effect or still to be negotiated might be the basis for 
a presumption of reasonableness in the interest of expediting 
regulation. But they cannot be a substitute for regulation to 
the extent of placing the producers entirely outside the orbit 


of FPC regulatory control.” 
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tory control of the FPC, statutory 
standards (discretionary or otherwise), 
reflecting area prices, fair market price, 
field price “operating ratio,” or other 
variations from the cost rate base ap- 
proach, should be considered with a 
view to including them as specific 
amendments to the Natural Gas Act. 
This would, of course, take a lot of 
negotiating to work out either a for- 
mula, or alternative standards. 

6. There will have to be some over-all 
regulatory control of producers, as such! 
The outright delegation of the regula- 
tory function to contract bargaining be- 
tween producers and pipelines cannot 
protect the public interest. As already 
stated, contracts in effect or still to be 
negotiated might be the basis for a pre- 
sumption of reasonableness in the in- 
terest of expediting regulation. But they 
cannot be a substitute for regulation. 


Conclusion 


ie is obvious from the foregoing that 

these things cannot be accomplished 
without continuing FPC regulation. It is 
debatable whether they can be accom- 
plished without spelling out the guides and 
standards pretty carefully in any amenda- 
tory legislation which might hereafter be 


proposed. But if all segments of the in- 
dustry can get together, on some form of 
a mutually acceptable bill, that would carry 
out these objectives, the public interest it- 
self would be automatically protected. And 
that, after all, is the paramount objective. 
The public interest is not only the con- 
sumer’s interest. It is also the investor's 
interest—investors in all segments of the 
gas, and to some extent the orl, industry. 
It also means the balancing of different 
kinds of consumer interests where they 
conflict with each other, whether by class 
or area. All of these interests represent 
people. All together, in proper proportion, 
constitute the public interest. If such a bill 
can be drawn and agreed upon, it is quite 
likely that Congress will pass it and the 
next President will sign it. 


HE alternative? Not very promising! 

It would mean a continuation of a 
somewhat chaotic status quo, with the 
FPC trying to work out the problem on a 
tortuous trial-and-error basis. Eventual- 
ly, even in that way, a solution could be 
reached. But whether the solution takes 
the form of legislation or experimental 
regulation, it is becoming increasingly 
clear that some measure of FPC producer 
regulation is here to stay. 





¢ ‘WW; have gone completely overboard on security. Everything 

has to be secured, jobs, wages, hours—although the ulti- 
mate in security is jail, the slave labor camp, and the salt mine. It is 
never too late to revive the personal practice of freedom. Stop 
relying on the great white father, who has nothing to give except 
what he took away from us in the first place. 

“Uncle Sam is the biggest landowner, the biggest house builder, 
the biggest employer, the biggest banker and insurance company, 
the biggest consumer, the biggest borrower and the biggest lender, 
the biggest defaulter and the biggest spender, the biggest sucker, and 


the biggest meddler.” 
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President, National Association 
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Income Bonds Revisited 


These are times when many public utility company 
managements are caught in the pressure of new financ- 
ing requirements and regulatory consequences in the 
form of expected revenues. Should new financing take 
the form of bonds or stock? And what about that con- 
troversial security known as “income bonds”? 


By PHILIP P. ARDERY anp CARL E. ABNER* 


HEN the hard-pressed chief execu- 

tive of a utility company finds him- 

self caught in a bind of increased 
costs and an apparently inflexible rate 
structure, what can he do? Of course, 
there are many answers to this, and the 
suggestions made in the later paragraphs 
of this article are not entirely novel, but 
they may show where the executive, hav- 
ing fallen into certain typical philosoph- 
ical patterns, neglects to take full advan- 
tage of his opportunities. 

To start out with and demonstrate the 
point, let us assume that H. Hardrow is 
president of the Apex Power & Light 
Company. His engineers and operations 
people have advised him that the curve 
of load growth of Apex is pressing so 
close upon the total generating capacity 
line that he needs a new 100-megawatt 

*Attorney, Louisville, Kentucky, and professor, 
school of business administration, University of 


Louisville, respectively. For additional personal 
note, see “Pages with the Editors.” 


generator in his Riffle Creek generating 
station. 

For a long time Hardrow has beer 
watching the various lines on graphs in 
his office, heading into collision courses. 
The comptroller has been warning that 
some of the basic ratios of capitalization, 
operation, profitability, etc., need exam- 
ination. 


|. dome discussion with his counselors in 
management and the board of di- 
rectors, he is convinced that Apex Power 
& Light needs new capital for expansion.. 
But he is told by his financiers, Bond! 
Brothers, Inc., that they feel the issuance 
of additional stock at this time, preferred 
or common, is not feasible, and that un- 
less he can come to the public with ar 
improved picture of earnings he may pay- 
a penalty for any debt securities issued. 
The “times coverage of senior securities” 
—that is, the number of times earnings 
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cover the interest charges on bonded in- 
debtedness and preferred stock—is low. 
And in the face of this fact, his interest 
requirements on new debt capital will be 
forced upward. 

Carefully reviewing the situation, 
Hardrow comes to the conclusion that he 
should first go before the state public 
service commission. There he will seek a 
modest rate increase, to improve his 
earnings picture so that he may accom- 
plish the additional financing without 
great difficulty. 

Apex Power & Light files its applica- 
tion for a rate increase, without having 
fully accomplished the long and meticu- 
lous preparation that is required to set its 
own house in order and to condition the 
public mind.’ It is immediately met with 
the strong opposition of the Common- 
wealth Ratepayers League, etc., etc. Hear- 
ings drag on, with Apex unable to effec- 
tuate interim relief, until, finally, one of 
the aggressive young attorneys for the 
commission begins to dig into the capital 
structure of the applicant. 


N* Hardrow is a man who rose to 
eminence pretty much on his own 
efforts. He is still young, but he well re- 
members the days of the great depression, 
when his father’s business was caught 


11t has been well said that such an applicant for 
a rate increase should above all, preliminary to 
filing an application, make sure it “has exhausted 
all other possibilities of correcting earning deficien- 
cies and removing any prevailing dissatisfaction over 
service defects before going ahead with the case... . 

“It is embarrassing enough, in the middle of a 
rate case, for the opposition to point to things which 
might have been done or steps which might have 
been taken to avoid the necessity for bringing the 
case. But it is much more embarrassing not to have 
considered such alternatives beforehand, and to have 
no comprehensive and convincing explanation to 
rebut such criticism when and if it is made.” 
“Conduct of the Utility Rate Case,” by Francis X. 
a p. 9, Chap I. Public Utilities Reports, Inc. 
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overextended with debt and wiped out. 
Hardrow has a natural and an emotional 
resistance on the subject of debt. And so 
the young attorney for the commission, 
with the pressure of currently prevailing 
economic winds at his back, effectively 
seizes upon the fact that the capital ratio 
of Apex is 40 per cent of first mortgage 
bonds, 15 per cent preferred stock, bear- 
ing interest at 5 per cent of par, and 45 
per cent common stock. For purposes of 
simplicity, we will say that the cost of 
Apex’s servicing the preferred stock is 
$1,000,000 a year, which million, natu- 
rally, comes after taxes. 

Apex Power & Light, of course, pays 
federal income tax, and in addition to 
that a state income tax, with credit on 
each for payment of the other. However, 
to simplify again, we will assume that 
the payment of income taxes generally 
amounts to 50 per cent of net revenues 
before taxes. 

So the young attorney for the commis- 
sion points out that if Apex had a higher 
ratio of debt instead of so much equity, 
the result would be to increase net rev- 
enues after taxes within the existing rate 
structure. This would calm the clamor of 
the Commonwealth Ratepayers League 
and various consumer-voter groups so as 
to let the commission off the hook. 


HE commission attorney points out 

that the average long-term debt capi- 
talization on class A and B privately owned 
electric utilities is running at approximate- 
ly 50 per cent as reported by the Federal 
Power Commission statistics. He further 
points out that frequently it is normal 
practice for utilities to incur slightly 
higher debt ratios temporarily, in order to 
get over hurdles in an expansion program. 
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Here he cites the Georgia commission as 
having recently put its stamp of approval 
on a 62 per cent debt ratio in the case of 
the Seminole Telephone Company (10 
PUR3d 202). And though he admits the 
case is not closely analogous, he alludes 
to the fact that the Securities and Ex- 
change Commission recently allowed the 
Ohio Valley Electric Corporation to cut 
its 5 per cent of equity in half, leaving a 
debt ratio of 974 per cent (9 PUR3d 584). 

After considering all of these factors 
and listening to strong argument on be- 
half of the ratepayers, the commission 
adopts a hypothetical debt ratio, assum- 
ing a higher than actual proportion of 
long-term debt along the lines suggested 
by the attorney for the commission, and 
turns down the application for a rate in- 
crease. This it does in an order indicating 
that any Apex proposal to alter capital 
structure reasonably in accord with the 
hypothetical ratio will have its immediate 
approval. 


HEN all this happens, Hardrow turns 
away sorrowing, feeling that he and 
Apex Power & Light have been seriously 
misunderstood. But in the days to come 
he thinks it over; he discusses it with his 


‘advisers in management, the board of di- 


rectors, and his financial experts, Bond 
Brothers, Inc. After attenuated consider- 
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ation he comes to the conclusion that he 
will recommend that the board call the 
preferred stock at $105, as permissible 
under the articles of incorporation au- 
thorizing the issue, and at the same time 
issue some sort of debt security. At this 
point he again is uncertain, for these 
thoughts bring him to the question: What 
sort of debt security should Apex Power 
& Light issue? 

He talks to specialists in the field, 
wrestles mightily with the problem, and 
after some time one of the financial ex- 
perts comes up with the suggestion that 
Apex consider issuance of some form of 
income bonds. Hardrow is interested, but 
quite doubtful. It is explained to him that 
currently these bonds are not a thorough- 
ly familiar vehicle for electric or gas 
utility financing. However, they have 
been used considerably in the past, chiefly 
in railroad capital structures. Because of 
the manner of their use and the fact that 
they were prominent in many railroad 
reorganizations, it is admitted that they 
carry something of a psychological dis- 
advantage in the public mind. 


| og BrotuHers, INc., asks a little time 

to study the problem, and after some 
careful analysis it formulates its recom- 
mendation. The recommendation is based 
upon the conclusion that the possibility 


lished at a certain level on a showing of certain costs, and then 


q “... of a utility company is conceivably able to get rates estab- 


is able to reduce costs, so as to increase its rate of return, there 
is less likelihood of demand for a rate reduction than there is 
that any effort to increase rates will be opposed. If the rates of 
utility ‘A’ are roughly equivalent to those of its neighbors ‘B,’ 
‘C; and ‘D, then the public will usually say little, so long as 
‘A’ does not ask for a rate increase.” 
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of relief at the public service commission 
is at least temporarily halted, and the 
further conclusion that some shifting of 
the capital structure is necessary prior to 
obtaining substantial new money. This 
shifting of capital must improve the 
“times coverage of senior securities,” 
and enhance the earnings available for 
common dividends. 

Bond Brothers contemplates use of 
first mortgage bonds, debentures, bank 
loans, and other forms of obligation, and 
concludes that some type of “income 
bond” is best suited to the immediate 
need. Then, extending his imagination 
somewhat more than normal, the senior 
member of the firm suggests that whereas 
the name “income bond” has some un- 
happy connotation, the term “revenue 
bond” is a little brighter. 


nese, the proposed securities 


will be contingent interest securities, 
whose servicing will be dependent on 
available revenues—like most municipal 
revenue bonds. It is observed that Apex 
has a record over the last twenty-five 
years of being easily able to support such 
an issue; furthermore, the curve of gross 
and net revenues is decidedly up—along 
with the general higher standard of liv- 
ing, population growth, use of electric 
power in the Apex area, etc. Thus, fu- 
ture prospects reflect little risk; but to re- 
duce the risk still further, Bond Brothers 
believes these bonds should be cumulative, 
so the issuer will continue to carry the 
obligation of any interest passed. 

One further improvement on tradition- 
al use of such financing is decided upon. 
This has to do with the manner of servic- 
ing the proposed “cumulative revenue 
bonds.” It is observed that unlike many 
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other similar issues, the interest should 
be payable quarterly.* 


ND so, with these refinements on the 
old-style income bond, the house of 
Bond Brothers, Inc., recommends an is- 
sue of Apex Power & Light “4 per cent 
cumulative revenue bonds” paying quar- 
terly interest. Hardrow is assured that 
the simple device of an income or revenue 
bond has few inherent limitations, and 
many inherent advantages. He is told that 
whereas such securities were often used in 
depression times to enable railroads in re- 
organization to wrestle with problems pe- 
culiar to those unusual times, circum- 
stances now indicate a reappraisal of 
their use in quite a different context. 
Twenty-five years ago income tax con- 
siderations in such matters were small. 
Today where income tax takes better than 
one of every two dollars of net earnings, 
management has a solemn obligation to 
minimize the blow as much as possible. 
This was certainly the thought behind the 
public service commission’s denial of the 
Apex Power & Light request for a rate 
increase. 

Hardrow’s financiers express the be- 
lief that the public is certainly well enough 
educated to appreciate an attitude of 
management to gain usable revenue by 
saving taxes. Thus, potential security 
holders could be sold income bonds in 
lieu of preferred stock. When properly 
explained, the present preferred and com- 
mon stockholders will probably subscribe 
a substantial part of issue. 

2 See the bulletin “Security & Industry Survey,” 
Merrill Lynch, Pierce, Fenner & Beane, for No- 
vember, 1955, page 37, where in commenting on 
railroad income bonds it is said: “Yields in most 
cases are liberal, but since interest is payable only 


once a year, this type of media has not proved 
especially popular with the investing public.” 
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Rediscovery of Revenue Bonds 


- might be questioned why a utility com- 
pany such as Apex Power & Light in the 
stated hypothetical case chooses to issue income or 
revenue bonds rather than some other type of ob- 
ligation, such as a second mortgage bond or de- 
benture. It seems to us that the income bond is, 
as indicated previously, a type of security which, 
in the light of current economics, needs rediscov- 
ery. The need to minimize high taxes, together 
with management's normal desire to issue secu- 
rities offering no great threat to the solvency of 
the issuer, constitutes, we think, a strong con- 
temporary RAISON D’ETRE for such securities.” 
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At any rate, Bond Brothers says the 
preferred stock can be called up in serials 
at the same time that the revenue bonds 
are issued. A plan will be worked up to 
give holders of preferred a slight advan- 
tage on the offering price to encourage 
them to swap, but arrangements will be 
made to sell publicly the bonds not sub- 
scribed. Thus, there can be an orderly re- 
tirement of preferred, concurrent with 
the issuing of the new bonds. Bond Broth- 
ers believes the issue should bear interest 
at 4 per cent at par, selling at a slight dis- 
count to preferred holders making the 
swap. The servicing requirement advan- 
tage—aside from tax advantage—of the 
bonds over the preferred stock will be in 
the vicinity of three-fourths to seven- 
eighths per cent. 


AX of this sounds very good, but Hard- 
row asks his consultants: “Will the 





public buy such a security?” the answer he 
gets is that past earnings experience and 
reasonable future projections give almost 
absolute assurance that these securities 
will be serviced just as regularly as a first 
mortgage bond. And after they have ma- 
tured slightly on the market, the finan- 
ciers believe they will pave the way for 
reasonable additional financing of similar 
type at appropriate intervals in the future. 

To support the confidence in a success- 
ful sale, Bond Brothers brings to the at- 
tention of Hardrow and his executive 
committee the fact that the Milwaukee 
Railroad last year put through a plan to 
swap 600,000 preferred shares for deben- 
tures, effecting a $1,500,000-a-year sav- 
ing in income taxes. Other similar ar- 
rangements were made by the Rock Island 
and the New Haven. 

In turning over all this in his mind and 
discussing it with the board of direc- 
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tors and associates in management, Hard- 
row reaches several conclusions favoring 
the plan. 

One of his conclusions is that the pub- 
lic can be advised, and the state public 
service commission as well, that Apex has 
accepted the decision rendered in the rate 
case, and has gone back and made an 
honest effort to increase net revenues 
without increasing rates in keeping with 
the commission’s suggestion. Thus, if the 
plan fails, or even if it succeeds and the 
need for additional capital in the future 
outgrows this temporary relief, Apex will 
then be in a much stronger position to get 
relief from the regulatory authority. 

Also, he feels that if the figures of the 
financiers work out, the cost of servicing 
the bonds will be substantially less than 
half what it costs to service the preferred 
stock, and the balance of revenues pre- 
viously allocated to preferred can either 
fund retirement of the bonds, be added 
to surplus, or be used to increase the com- 
mon dividend. This ought to assist in is- 
suing additional common, when needed. 
With these conclusions he buys the plan, 
and on his recommendation the board of 
directors accepts it to be put into effect. 


— us turn now from our hypothetical 
case, which, as the movies say, is only 
coincidentally similar to any utility com- 
pany or bond house, living or dead. Here, 
we might examine a number of other as- 
pects of capitalization ratios, for a path 
through the dilemma of expanding costs 
within a fixed return rate structure. 

But before we go into the business of 
ratios themselves, let us reflect a moment 
upon one factor which we think is sufh- 
ciently evident to carry weight with man- 
agement in formulating conclusions in 
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such matters. This is that in our experi- 
ence public opposition groups are much 
more likely to oppose rate increases than 
they are to seek rate reductions. In other 
words, if a utility company is conceivably 
able to get rates established at a certain 
level on a showing of certain costs, and 
then is able to reduce costs, so as to in- 
crease its rate of return, there is less like- 
lihood of demand for a rate reduction 
than there is that any effort to increase 
rates will be opposed. If the rates of util- 
ity “A” are roughly equivalent to those 
of its neighbors “B,” “C,” and “D,” then 
the public will usually say little, so long 
as “A” does not ask for a rate increase. 

Assuming the foregoing is true, then, 
as has been said, management is wise to 
pull out all stops to increase net revenues 
within existing rate structures and resort 
to rate increases only after all other at- 
tempts fail. If this philosophy is embraced 
and the public kept advised, the ground- 
work is better established to seek needed 
administrative rate relief. 


Suez other items of consideration are 

these: Many commissions of late are 
adopting hypothetical debt ratios in rate 
cases, and rejecting applications for rate 
increases. This happens because, as the 
commissions say, the applicant, by having 
too low a percentage of debt, has unnec- 
essarily compounded its tax problem and 
thereby reduced its usable revenues. A re- 
cent case on the point which clearly states 
the principle and cites a number of other 
leading cases is Re Mountain States 
Teleph. & Teleg. Co. (8 PUR3d 265). 
This case was decided April 15, 1955, 
rehearing denied two months later. Here 
the Idaho supreme court, in affirming 
commission action, said: 
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The commission made a computation 
of the earnings which would be required 
to finance the capital structure of the 
company upon the assumption of a 
structure of 45 per cent debt and 55 per 
cent equity, with a 34 per cent interest 
allowed on debt, and $7 per share divi- 
dend, and based upon a pay-out of 90 
per cent of earnings. Using the percent- 
age of its total annual earnings, which 
the company says is the portion re- 
quired from its Idaho operation, the 
commission determined that the com- 
pany’s required net earnings from its 
Idaho operations is $1,247,691, com- 
pared to the company’s claim for $1,- 
976,000. The commission’s computa- 
tion would also allow for the company 
as a whole $1,205,262 annually avail- 
able for surplus, compared to an in- 
crease in surplus of $2,833,803 during 
the years 1946 to 1952. 

At a time when federal income taxes 
require 52 per cent of net earnings, and 
the company’s current expansion pro- 
gram involves what is possibly a peak 
or a high plateau in the cost of labor 
and materials, the commission was war- 
ranted in its consideration of the com- 
pany’s capital structure. Its action was 
not arbitrary or unreasonable, and is 
supported by precedent. (Citing cases. ) 
(8 PUR3d at 274.) 


The Idaho commission’s hypothesis 
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seems to assume a fairly low interest 
rate on debt and a quite high pay-out of 
earnings. However, without going into 
detail or extending the point unnecessarily, 
suffice it to say that many other commis- 
sions have adopted this principle of test- 
ing an applicant’s stated net revenues 
against a hypothetical capital structure, in 
which the debt ratio was higher than ac- 
tual. Many commissions appear to believe 
that there really is not only nothing im- 
moral in carrying heavier debt in order to 
relieve the tax burden, but they seem to 
think it almost immoral not to do this, 
where the alternative is subjecting the 
public to higher rates. A good analysis of 
attitudes of various state commissions re- 
garding hypothetical capitalization ratios 
is to be found in Chapter 14 of the book 
“Ruling Principles of Utility Regulation— 
Rate of Return” by Ellsworth Nichols, 
Public Utilities Reports, Inc. 1955. 

Another factor which should be taken 
into consideration by certain utilities is 
that substantial tax relief has hitherto 
derived from accelerated amortization 
certificates. The permanence of this kind 
of relief is at least highly questionable. 
If one assumes, as fairly one may, that 
the need for most utility construction 
funds is great, and that revenues saved 
through accelerated amortization have 
hitherto largely gone into construction, 
then it would appear that an adequate sub- 
stitute should now be found. 


ratios in rate cases, and rejecting applications for rate in- 


q “MANY commissions of late are adopting hypothetical debt 


creases. This happens because, as the commissions say, the 
applicant, by having too low a percentage of debt, has unneces- 
sarily compounded tts tax problem and thereby reduced its 
usable revenues.” 
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r might be questioned why a utility com- 

pany such as Apex Power & Light in 
the stated hypothetical case chooses to issue 
income or revenue bonds rather than some 
other type of obligation, such as a second 
mortgage bond or debenture. It seems to 
us that the income bond is, as indicated 
previously, a type of security which, in 
the light of current economics, needs re- 
discovery. 

The need to minimize high taxes, to- 
gether with management’s normal de- 
sire to issue securities offering no 
great threat to the solvency of the issuer, 
constitutes, we think, a strong contempo- 
rary raison d'etre for such securities. One 
authority on finance, taking a firm posi- 
tion to substantiate this, says :? 


Theoretically, income bonds have ad- 
vantages over preferred stocks and no 
important disadvantages. From the 
point of view of the purchaser their 
form supplies greater assurance of con- 
tinued income, assuming that the earn- 
ings situation were the same for an in- 
come bond as for a preferred stock is- 
sue. The same kinds of protective pro- 
visions could be set up in the event of 
nonpayment. 

8 “Security Analysis,” Graham & Dodd, third edi- 


tion, McGraw-Hill Publishing Co. New York, New 
York. Pages 375-376. 


From the corporation’s standpoint 
there is the advantage that if the inter- 
est is not earned it need not be paid. If 
it is earned, we believe the issuer should 
have a fairly definite obligation to meet 
senior charges, considering the limited 
rate of interest that they bear. Under 
present tax laws the saving of income 
tax through the use of the contingent- 
interest form is so substantial that it 
will provide money for a liberal sinking 
fund. Thus the issuer can look forward 
to retiring most of the principal through 
tax savings and probably interest sav- 
ings as well. 


L igssoone together the thought that it is 

now high time for rediscovery of the 
income bond, or better, the corporate 
“revenue bond,” with the thought that too 
often management seeks rate relief before 
a commission without adequately examin- 
ing its capital structure, we come to our 
conclusion that Mr. Hardrow of Apex 
Power & Light is taking the right course 
out of his dilemma. Whether the facts 
ultimately prove this to be true leaves us 
in the position somewhat of the narrator 
of “The Lady or the Tiger.” As a result 
of Hardrow’s choice, we predict appear- 
ance not of the tiger, Failure, but of the 
lady, Success. 





¢ i oer alone amount to two-fifths of the total fixed charges 

of the power companies. This is what their customers pay 
for the support of government. The customers of the federal power 
businesses should pay the same share of the cost of government as 
customers of other businesses. When the federal government builds 
the power part of a federal dam and when it builds a transmission 
line, it and the local government forego the taxes they would receive 
if the facilities were privately owned.” 
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—HAaro_p Quinton, 


President, Southern California 
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The Right-of-way Man— 
A Friend Maker 


The practice of utility company right-of-way purchas- 


ing has come a long way from the poker game type of 

negotiation which characterized such proceedings a lit- 

tle more than a decade ago. The modern utility right- 

of-way expert does not deal with property owners on 
the basis of hostile bargaining. 


An interview with 
FRANK E. RANDALL* 
as told to James H. Collins 


MONG the many utility employees who 
make friends for their company, 
and keep them, the right-of-way 

man is seldom listed. Perhaps this is so 
because his work is not so well understood 
as that of people in other departments. 
The right-of-way man is frequently 
regarded as an adroit salesman, even a 
high-pressure fellow, who goes out to per- 
suade property owners to let the company 
*Right-of-way superintendent, Pacific Telephone 
& Telegraph Company, Los Angeles, California. 


For additional personal note, see “Pages with the 
Editors.” 


place poles, pipes, towers, wires, and 
cables across their lawns, or fields. It is 
understood that property owners do not 
always like that. They may oppose it by 
organizing or blocking workmen. So, the 
right-of-way man must be clever in meet- 
ing opposition. 

Also, it is often supposed that he uses 
secrecy to good purpose. Not a word must 
leak out about his company’s plans for 
extended service. He goes from one prop- 
erty owner to another, keeping everything 
dark until the required number of signa- 
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tures are secured, and then everybody re- 
grets that greater concessions were not 
obtained. 

Still another mistaken notion about his 
work is the idea that he can purchase 
rights of way when all other negotiations 
fail, What a regulated company will use 
for money is overlooked. Utility compa- 
nies are widely supposed to be big and rich, 
even by some of the people who work for 
them, and when slickness and secrecy no 
longer avail him, he can always haul out 
his checkbook. 


- this were a true picture of the right- 

of-way man, and his work, he could 
contribute little or nothing to the good 
standing of his company in the commu- 
nity. He would be an active creator of ill 
will. 

In the first place, salesmanship in our 
work is a hazard, not an asset. We have 
to guard against it. Temptation is often 
strong to make statements that might 
“close the sale,” but which would have bad 
consequences later. So, in considering re- 
cruits for right-of-way work, this tempta- 
tion to “close” is a disqualification. And 
in our everyday work it is necessary to 
caution our staff against it. 

As for secrecy, even if we knew any 
way to preserve it, its value would be 
small. As the saying is, “murder will out,” 
but not so fast or surely as right-of-way 
plans. Property owners seem almost to 
know when we receive orders, and all 
about them, so openness is the rule, and 
it is really an advantage. 

For the right-of-way agent represents 
the interests of property owners as well 
as those of his company, and their confi- 
dence in him is strengthened when they 
are sure that he has nothing up his sleeve. 


APRIL 12, 1956 


fy is surprising, even to fellow workers 

in his company, that he has a backlog 
of satisfied customers. Yet it is so. After a 
few years in this work, meeting and dis- 
pelling the doubts of property owners, 
subdividers, builders, and others, he 
should have accumulated friends who will 
assure his new “customers” that he is a 
square dealer. And a well-conducted right- 
of-way department should have the same 
reputation. 

For example, quite a number of years 
ago, before war growth came to our re- 
gion, one of our veteran agents was asked 
to negotiate a right of way across a large 
piece of farm land. This was to accom- 
modate a portion of one of our long- 
distance communication lines. That was 
the most economical route for the com- 
pany, and our engineers estimated that 
the construction savings, as compared with 
going along the boundary of the property, 
would permit paying for the direct route. 

The land was in crops at the time, but 
the agent and the department took a long 
view of the situation. Suppose that land 
were subdivided. Our lines diagonally 
across it would be a disadvantage to the 
owner in selling. It was decided to run 
our lines the long way around. After the 
war the whole outlying area was subdi- 
vided for homes. The property owner’s 
interests had been protected, and the com- 
pany avoided an extensive relocation 
project. 


HE right-of-way man must never for- 

get that he represents the public as 
well as his company. He cannot escape 
the fact that he is in a professional field. 
He owes an obligation to both, and must 
accept a full share of responsibility in 
constructive service to the community. He 








we 


s7> ome 








is a public relations man per se. That 
status is inherent in his job. Not only that, 
it is thrust upon him by law, and should 
constantly be kept before him, and re- 
spected in his dealings. Otherwise, he is 
a hazard to his company. 


N law, the statements of a right-of-way 
agent are regarded as those of an 
expert who knows what he is talking 
about, and a light statement, made to in- 
fluence a property owner by salesmanship, 
could later be classed as fraud, misrepre- 
sentation, and deceit. For the agent is usu- 
ally the sole negotiator between his com- 
pany and the public, in these matters, and 
the public, in a given case, may be entitled 
to rely on his statements, and hold the 
company responsible later on when condi- 
tions affecting the deal are subject to 
change. 

If a right of way were simply a piece 
of paper granting the company an ease- 
ment over a particular piece of private 
property, the transaction could be consid- 
ered completed when it was signed and 
delivered—and our work would be di- 
vested of many complications. 

But such a piece of paper begins to live 
a life of its own from the day it is signed, 


THE RIGHT-OF-WAY MAN—A FRIEND MAKER 


because it concerns property, and property 
is subject to changes as the years pass. 
Questions arise that could not have been 
anticipated when the matter was nego- 
tiated. Statements made by the agent at 
that time are then subject to review—for 
details that we repeatedly impress on our 
personnel—for guidance in their work. 


Seen is a legal distinction between 
fact and opinion, supported by court 
decisions in many fields. 

A real estate agent, selling an apartment 
house, helped his sale by telling the pur- 
chaser that the place was a potential gold 
mine, adding that last year’s income had 
been so much, and that the furniture was 
valued at so much. The new owner soon 
discovered that these values were misrep- 
resented, and brought suit against the real 
estate man for damages. 

The court held that such statements as 
“This property could be made a gold 
mine” were exaggerated opinions, and not 
a basis for damages. But when such opin- 
ions were buttressed by false figures of 
value, those were facts, and the purchaser 
had a right to rely on them, as statements 
coming from an expert, and to make a 
decision upon them. 


company, and keep them, the right-of-way man is seldom listed. 


q “Amonc the many utility employees who make friends for their 


Perhaps this is so because his work is not so well understood 
as that of people in other departments. The right-of-way man 
is frequently regarded as an adrott salesman, even a high-pres- 
sure fellow, who goes out to persuade property owners to let 
the company place poles, pipes, towers, wires, and cables across 
their lawns, or fields. It is understood that property owners do 
not always like that. They may oppose it by organizing or 
blocking workmen. So, the right-of-way man must be clever 


in meeting opposition.” 
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In another case a young orange grove 
was purchased on the word of the seller 
that plantings of seedling trees, not yet in 
bearing, were worth so much. Until the 
trees came into bearing it was not possible 
to learn whether they were of good com- 
mercial varieties, or scrub fruit of little 
market value. 

It turned out that the plantings were of 
inferior quality, and the purchaser sued 
the seller; and the court decision is an 
excellent illustration of complexities in 
these transactions. 

Had the question been one of something 
with an easily ascertainable market value, 
such as wheat, or wool, there would hard- 
ly have been any doubt about value. But 
seedling trees were something about which 
it was not possible to obtain exact figures. 
Therefore, the representations of the seller 
were statements of fact, and not opinion, 
and the purchaser was justified in relying 
upon them, and making his decision 
accordingly. 


I* right-of-way dealings it is easy, and 
the temptation can be strong, to make 
statements that later, in court, will be 
pronounced matters of fact. An agent may 
say that a street is to be widened, or that 
a neighborhood is to be subdivided, or re- 
zoned for a different use, and the property 
owner, assuming that the agent is familiar 
with such matters, might say, “Oh, well, 
if that’s the case this line across my land 
doesn’t greatly matter.” 

There is a fine distinction here, for if 
the agent said “I think the street is going 
to be widened,” that would be a matter 
of opinion, not the statement of an author- 
ity, while saying that it was a certainty, 
something about which he was competent 
to advise, would transform it into a false 


APRIL 12, 1956 


statement, a fraud, and actionable. 

Our best policy is to steer as widely as 
possible around such sleeping dogs, and 
safety for us lies in careful consideration 
of the property owner’s interest, and in 
this policy we are backed up by the fair 
dealing policy of our company. 


— jeataende such a case arose from a right 

of way obtained years ago, on a piece 
of property outside a town, unoccupied, 
and of minor value. The company ran a 
conduit across this land. The ground was 
very hard, and the conduit was not laid 
very deep, and for years the deal was 
satisfactory to everybody. 

However, the near-by town grew out 
into that neighborhood, a highway devel- 
oped traffic, and the land became a good 
spot for a drive-in eating place. It was 
found necessary to lower the conduit, and 
the question arose as to who should pay 
the costs—the property owner or the com- 
pany. The company decided that it was 
responsible. The conduit had not been laid 
deep enough in the first place. Due con- 
sideration of future possibilities for that 
land would have protected the owner’s 
interests. 

The seasoned right-of-way man con- 
siders such contingencies, becoming an 
expert on behalf of a property owner, and 
even putting the latter’s interests first. 

Questions of who is to pay all sorts of 
costs frequently arise in utility construc- 
tion work, as in a recent case where our 
lines had to be relocated, and it was de- 
cided that the property owner should pay, 
because the relocation was for his con- 
venience in making a sale of land. The 
property owner was entirely willing to 
pay, but the right-of-way agent thought 
that engineering estimates of costs, sev- 
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The Double Obligation of Right-of-way Men 


al ow right-of-way man must never forget that he represents the 
public as well as his company. He cannot escape the fact that he is 
in a professional field. He owes an obligation to both, and must accept a 
full share of responsibility in constructive service to the community. He 
is a public relations man PER SE. That status is inherent in his job. Not 
only that, it is thrust upon him by law, and should constantly be kept 
before him, and respected in his dealings. Otherwise, he is a hazard to 
his company.” 








eral hundred dollars, were too high. He 
took this matter up with the company, and 
a further study reduced the bill to one- 
third the original estimate. 


ie another case a manhole was needed 

in a private driveway leading to a small 
manufacturing plant, receiving modest 
lots of its raw materials, so there was little 
traffic up that driveway, no heavy trucks. 
Therefore, our engineers had decided that 
a light manhole cover would answer all 
purposes, and for several years it did. 

But this little factory was a successful 
enterprise, and it grew, and bought raw 


materials by the carload, and heavy trucks 
were needed, and a stronger manhole 
cover. 

Who should pay for it? 

Superficially, as a question cropping up 
then, without regard to the past, the fac- 
tory owner could be considered chargeable 
—it was he who needed better facilities, 
the lighter construction being quite satis- 
factory for the company’s own service. 

But the right-of-way man who had 
originally handled the case took a very 
different view. He thought that the com- 
pany should in the first place have installed 
plant capable of standing up under such 
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changes. He took it up with our engineers, 
and was supported in his contention, and 
the company paid the costs. 

It is through innumerable situations like 
these that right-of-way men make friends 
for the company, and accumulate follow- 
ings of “satisfied customers” to whom they 
can refer in their current dealings. 


HERE are times when, in our attention 

to the property owners’ interests, we 
appear to lean backwards, and take sides 
against the company. 

What we lean on is the broad policy of 
our company, which has grown out of long 
experience with right-of-way complexities 
in the telephone -field. It has been found 
that the public interest is also the com- 
pany’s best interest, in the long run. 

There are some kinds of right of way 
that are settled once and for all, such as 
those involved in highways and freeways. 
The city or state takes possession of the 
property, by purchase, and can condemn 
where owners hold out for high compen- 
sation or for any other reason, and no 
further complications arise. 

Utility companies have the right to 
condemn, too, but we in the telephone busi- 
ness prefer to negotiate, and have found 
in the end that we practically always get 
through. It cannot be by the device of pay- 
ing excess costs, either, because to pay 
more than it is worth is wrong, and the 
repercussions are serious. 


HE popular feeling toward right-of- 
way agents was summarized some 
years ago in a magazine article titled 
“They Can Throw You out Any Time.” ? 
This article showed that the property own- 
er is helpless in law when a highway, pipe- 


1The Saturday Evening Post, May 24, 1952. 
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line, or other improvement is to run 
through or take away his property, often 
his home. For under the laws of eminent 
domain, which began developing back 
beyond memory, people have feared and 
fought, and almost never won. They were 
bitter about it when the English barons 
forced The Magna Charta out of King 
John, at Runnymede, in 1215—he was 
noted for taking property for his royal 
projects. 

The postwar power of eminent domain 
has grown formidable, according to this 
article, which estimated that, at that time, 
this country was building some 46,000 
miles of highway annually, laying upwards 
of 10,000 miles of natural gas and oil pipe- 
lines, putting up new subdivisions that 
sweep away farms, providing highways, 
utility services, water, schools, and so 
forth, for home communities needed 
around new factories. In four years since 
1950 Los Angeles county alone lost one- 
third of its farms, a drop of 3,719 from 
11,973, and this trend is pronounced in 
the whole southern California area served 
by our company. 


I“ fact, we find that fair dealing, taking 
into account the other man’s view, 
casts its shadow ahead, and opposition is 
not a normal condition. We do meet it 
sometimes, and it calls for all we have, but 
patiently and persistently we go to work 
on the problem, meeting suggestions here, 
shifting there, and gradually come out 
with a mutually happy result. 

As an example, we had to get five miles 
of right of way, and had two miles under 
option. One owner finally signed, but at a 
higher price, because he proved one ap- 
praisal was too low. We went back with 
supplemental checks to the ones who had 














already signed up, because their land was 
of equal value. This was only just. It also 
helped us with some other owners, and, 
years later, we have a good reputation in 
this community. 

People do not want to be disturbed. They 
picture poles marring the attractiveness of 
their neighborhoods, and trees being cut 
back or down, lawns being dug up for 
conduits. 

“We don’t want you here!” they say. 
“Take your poles and cables somewhere 
else—any place but here.” 

As for secrecy, that may be possible in 
acquiring many parcels of property, over 
a long period, for assembling a large site, 
but for us there is no such thing. Our own 
orders are most likely to be sudden, giv- 
ing us little time, and the cat would be 
out of the bag when the first property 
owner was approached. The speed with 
which news spreads, and property owners 
organize for opposition, is characteristic 
of the grapevine everywhere. 


§ penapeesen is best met by considering 

the property owners’ interests. It is 
often based on their own misunderstand- 
ing of their interests. It is always to be 
expected, and no matter how strong it 
may appear, we rely upon explanation to 


THE RIGHT-OF-WAY MAN—A FRIEND MAKER 








meet it, and patience in arriving at an un- 
derstanding. We will go back again and 
again, knowing that our case is sound, and 
confident that certain influences are work- 
ing in our favor. 

Where rights have to be obtained by 
purchase, the immediate reaction of the 
property owner is to hold out for as much 
money as possible, not let his neighbors 
get more than he does, to be the shrewd 
bargainer. 

In dealing with business concerns we 
seldom have any difficulty, for they know 
values, and have expert advisers. 

But the small property owner may have 
little or no experience in land transactions, 
nor any conception of values. Often a home 
is involved, the property of a widow, or 
elderly people. 

In the interests of everybody, we start 
with an appraisal of property before be- 
ginning negotiations. An appraisal takes 
into account the many factors of value. 
It may be made by professionals, or our 
own trained appraisers. 

The property owner probably has vague 
ideas of value. There may have been no 
recent sales in his neighborhood. He will 
have heard that this or that owner has 
been offered so much, or that he is naming 
a price below which he will not sell. He 


ate reaction of the property owner is to hold out for as much 


q “WHERE rights have to be obtained by purchase, the immedi- 


money as possible, not let his neighbors get more than he does, 
to be the shrewd bargainer. In dealing with business concerns 
we seldom have any difficulty, for they know values, and have 
expert advisers. But the small property owner may have little 
or no experience in land transactions, nor any conception of 
values. Often a home ts involved, the property of a widow, or 
elderly people. In the interests of everybody, we start with an 
appraisal of property before beginning negotiations.” 
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regards the city, or state, or utility com- 
pany as rich, and seeking to get property 
for the lowest possible price. He sets his 
price high enough to be able to come down 
in bargaining. 


AY appraisal brings light into this situa- 
tion. The owner learns market values 
of his own and neighbors’ property. It is 
also something for us to work with. We 
show the owners that the appraisal is pro- 
fessional, and the appraisers competent 
and unbiased. Owners are able to compare 
values in their neighborhood. The feeling 
that others may get more is lessened. 

We get all local rights of way free, and 
that is our biggest volume, but whether 
granted or not without compensation, the 
right-of-way agent has to live with his 
“customers” forever, and must be honest, 
fair, and reveal the facts. 

What good would be a right of way on 
which the construction crews would run 
into an argument, or have to settle a sub- 
sequent complaint? Too, we want an ap- 
proach of clear thinking, so we not only 
get through, but can come back with our 
heads up—it’s good business! 

Then, opposition at the start may be 
based on fear. 

Picture a quiet country town where 
elderly people are living out their days, 
on little incomes, their children grown up 
and gone away. 

Presently this town comes within com- 
muting distance from a city. Young people 
move in. They have children of school 
age. There is only a little, old red school- 
house, too small, and a firetrap. The new- 
comers project a modern school building. 

The oldsters are alarmed. What will this 


do to their taxes? Their little homes are 
threatened. They organize an opposition, 
and vote the project down. 

At that stage it is hard to believe the 
school authorities who say that no Ameri- 
can community has ever refused to pro- 
vide modern school buildings, yet it is true. 
For the frightened oldsters have learned 
that they can control the situation. They 
will then examine cost and tax figures. 
The project is voted on again, and carried, 
and the oldsters are proud of the new 
school. 


= massive postwar trek to the sub- 
urbs has brought this kind of com- 
plication in our work. “Then” and “today” 
photographs showing residence communi- 
ties where yesterday there were only fields 
and groves, raise the farmer’s taxes to the 
point where his production costs are pro- 
hibitive. Dairymen in one southern Cali- 
fornia area have lately applied for the in- 
corporation of their district as a “dairy 
city,” to enable them to control their own 
taxes, and avert subdividing. If approved, 
this new municipality will have a country 
population of people, and a metropolitan 
population of milch cows. 
Opposition frequently clears away like 
a storm cloud. We have a saying to the 
effect that the first signature is hardest 
to get, but that then others come easily. 
The first signature comes from the owner 
who has seen the fairness of our proposi- 
tion, and others say, “Oh, has he signed ?” 
and rely on his judgment, signing too. 
They have learned that our proposition 
protects their interests as well as our own 
—which is the way it should be planned 
from the beginning. 
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Washington and 


the Utilities 


House Approves TVA 
Spending 


|. pamiaey ostensibly cut off by the 
amount of $3,500,000 in its budget 
to begin construction on a fourth gener- 
ating unit at the John Sevier steam plant, 
TVA won an important concession in the 
passage of the Supplemental Appropria- 
tions Bill for fiscal 1956. By general 
agreement, the House Appropriations 
Committee knocked out a budget request 
of $3,500,000 for this item, but the Re- 
publicans and Democrats had different 
reasons for doing so. 

The net result, however, was a com- 
mittee report which, in effect, allows TVA 
to use its own revenues for new construc- 
tion purposes, including the John Sevier 
generating unit. This establishes a prece- 
dent for TVA to use its own revenues 
generally to expand plant facilities, other- 
wise authorized. By the same token, it is 
a step away from congressional control of 
TVA’s purse strings, and it makes a good 
foundation for further steps, which TVA 
champions hope will be taken in the future, 
to put TVA on an independent revenue 
bond basis. 




















Five conservative Republicans, led by 
Representative Taber (New York), advo- 
cated complete denial of construction 
funds except for “legitimate use,” mean- 
ing where the power needed is for defense 
purposes. “The proper choice,” they said, 
“is to follow the course already adopted 
by Memphis, the first of the captive mu- 
nicipalities to take itself out from under 
TVA bondage.” They said that power is 
always available through interconnecting 
grids from surrounding utilities, in the 
case of an emergency. “Any idea that we 
should permit TVA, an agency of our 
U. S. government, to issue revenue bonds 
which would become contingent obliga- 
tions of the United States is unthinkable,” 
the Republican minority declared. In ad- 
dition to Taber this group consisted of 
Representatives Davis (Wisconsin), Jen- 
sen (Iowa), Phillips (California), and 
Hand (New Jersey). 


HE Democrats, and public power 
Congressmen generally, had other 
ideas—when they knocked out the $3,- 
500,000 specific appropriation. They ap- 
proved a majority report that TVA 
“should use its revenues to the extent they 
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are available to add units at existing plants 
to meet the power requirements of its 
service area.” They also approved a legal 
opinion, written by TVA Counsel Joseph 
C. Swidler, to the effect that TVA may 
use operating revenues to construct addi- 
tional units at existing steam plants with- 
out prior congressional approval. The 
majority did not comment on revenue 
bond proposals, such as provided in a bill 
by Senator Kerr (Democrat, Oklahoma). 
Such bills are now tied up in both Senate 
and House Public Works committees. But 
it is clear that they felt a point had been 
won in gaining House approval of the ap- 
propriations bill in the light of the com- 
mittee report. 

What will the administration do about 
this? There is a chance that the House 
action may either be corrected or “¢lari- 
fied” in the Senate. Senator McClelland 
(Democrat, Arkansas) has some very 
definite ideas about TVA or any other 
government corporation using its own 
funds for construction purposes without 
congressional authority. 

If the Senate should go along with the 
House, however, the administration may 
simply bide its time on any further oppo- 
sition to the policy question of allowing 
TVA financial independence in using its 
own funds. The administration may leave 
that until a later date when the adminis- 
tration within TVA, itself, might have 
other ideas about spending such revenues, 
without congressional restraint or direc- 
tion from the federal administration in 
Washington. It is apparent that the Eisen- 
hower administration does not want to 
stir up any new ruckus on TVA power 
policy questions at this time. 


— an editorial attack against 
“holdovers” of key personnel in 
agencies such as TVA was launched by 
The Knoxville Journal, published in the 
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TVA area. The newspaper suggested 
adoption of Hoover Commission recom- 
mendations which would place more 
agency positions in the appointive cate- 
gory. 

The TVA directorate was cited as a 
prime example of reduced executive con- 
trol over a federal corporation. There, 
The Knoxville Journal editorial observed, 
“two board members, or a majority, ac- 
tually control this agency, and yet in 
theory at least the Eisenhower adminis- 
tration is responsible for how the big 
power monopoly is run.” 


FPC’s Notice to Producers 


{= Federal Power Commission has 
given notice of a proposed rule that 
will require independent producers to fur- 
nish the commission with a report of 1955 
sales of natural gas. The report would be 
made on a new FPC Form No. 301. The 
commission (Digby dissenting) stated that 
it required such information for all sales 
regardless of their interstate or intrastate 
character. 

The notice was in the form of a pro- 
posed rule, dated March 7th, and it invited 
any interested person to submit, on or be- 
fore March 29th, data, views, or com- 
ments in writing concerning the proposed 
rule. Commissioner Digby said he thought 
it “would impose an unnecessary hardship 
upon the independent producers.” 

The form, which accompanied the pro- 
posed rule, was entitled “Independent 
Producers of Natural Gas—Report of 
Natural Gas Transactions for Year Ended 
December 31, 1955.” It required the list- 
ings of natural gas sales and revenues clar- 
ified according to sales under FPC rate 
schedules, sales not included under FPC 
schedules. Data requirements on the total 
of all sales of natural gas, information on 
thousand cubic feet of amount sold, at 























given pressure base, and revenues received, 
were also included in the form. 

The FPC notice of the proposed rule 
gives the following information for the 
suggested form: 


Section 10 of the Natural Gas Act 
(15 USC 717i) provides that the Fed- 
eral Power Commission may require 
every natural gas company to file such 
annual and other periodic or special re- 
ports as it may prescribe as necessary 
or appropriate to the administration of 
the act. Following the decision of the 
Supreme Court in Phillips Petroleum 
Co. v. Wisconsin (1954) 347 US 
672, 3 PUR3d 129, the commission 
adopted rules and regulations govern- 
ing the filing of rate schedules and ap- 
plications for certificates of public 
convenience and necessity by persons 
engaged in the production and gather- 
ing of natural gas and held by the Su- 
preme Court in that case to be subject 
to all the requirements of the Natural 
Gas Act. At that time the commission 
specifically exempted, until further or- 
der, the independent producers from the 
accounting and reporting requirements 
of the act. See Order Nos. 174, 174-A, 
and 174-B (19 FR 4534, 5081, 8807). 
The commission, however, has now 
found it essential to its proper admin- 
istration of the act that each independent 
producer furnish to the commission a 
report of its sales of natural gas for the 
year ended December 31, 1955. With 
the exception of the proposed form 
here under consideration, the exemption 
from other reporting requirements al- 
luded to above is proposed to be con- 
tinued at this time. 


¥ 


Bills in Congress 


— Interstate Commerce Subcom- 
mittee hearings on a bill to encourage 
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private utility investment in the nuclear 
power program will open April 17th. Ef- 
fect of the bill (S 2643) would be to 
exempt utilities engaged in group develop- 
ment of atomic power facilities from 
holding company status under certain con- 
ditions spelled out in the legislation. Utility 
industry representatives have supported 
such an exemption in order that companies 
pooling assets to finance nuclear projects 
should no longer be subject to duplicate 
federal regulation with respect to such 
investment. 

The measure is in the form of amend- 
ments to the Holding Company Act of 
1935 and is jointly sponsored by Senator 
Pastore (Democrat, Rhode Island), chair- 
man of the subcommittee, and Senator 
Potter (Republican, Michigan). Bills to 
accomplish a similar purpose have been 
introduced in the House by Representative 
Cole (Republican, New York) (HR 
9743) and others. 


_ to limit the third-party liability 
risk to private atomic industry in the 
event of a disaster have been introduced 
by Representatives Price (Democrat, II- 
linois) and Cole. Both are members of the 
Joint Committee on Atomic Energy. Un- 
der the Price Bill (HR 9701), the federal 
government would indemnify atomic pow- 
er program participants against claims in 
excess of the amount covered by primary 
private insurance. 

The Cole Bill (HR 9802) limits the lia- 
bility of the atomic program licensee for 
damages caused by malfunctioning of the 
atomic facility to twice the original capital 
cost of the facility. Where claims exceeded 
such an amount, by the terms of the bill, 
the licensee would go to a federal district 
court with bankruptcy jurisdiction for an 
order limiting liability to such an amount 
and apportioning payment among claim- 
ants. 
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Rate Base Bill Loses 


eee regular session of the New York 
legislature came to an end on the eve- 
ning of March 23rd without final action 
on a bill sought by the New York Public 
Service Commission to change the statute 
governing rate making for telephone com- 
panies. The bill, which had passed the as- 
sembly, was killed in the senate finance 
committee by a vote of 13 to 4. In addi- 
tion to the New York Public Service Com- 
mission, it had powerful bipartisan sup- 
port from New York’s Democratic Gov- 
ernor Harriman (who sent a special mes- 
sage urging passage in the final days of 
the session) and the state’s leading Re- 
publican official, Attorney General Javits. 

The bill grew out of a recent New York 
court of appeals decision overruling the 
New York commission in its refusal to 
accept fair value evidence in determining 
a rate base for the New York Telephone 
Company. Because of the commission’s re- 
fusal to depart from strict adherence to 
original cost or a net investment rate base, 
the New York Telephone Company’s orig- 
inal application for a rate increase of $68,- 
500,000 was denied. Subsequently, a tem- 
porary smaller increase was allowed pend- 
ing outcome of the court appeal and fur- 
ther proceedings. 

The New York court of appeals, how- 
ever, found that the state law required the 
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commission to give consideration to cur- 
rent fair value—even though the rates of 
other utilities, such as gas and electric com- 
panies, are fixed under the terms of a dif- 
ferent statute which does not spell out a 
fair value rate base requirement. The com- 
mission had asked the legislature to change 
the telephone rate-making statute to con- 
form with the other laws. 


XN a hearing in Albany, Keith S. Mc- 
Hugh, president of the New York 
Telephone Company, had given the senate 
finance committee some persuasive testi- 
mony against adoption of the bill. He said 
it would be a long step towards dooming 
telephone service to the “unhappy com- 
pany” of the financially distressed Long 
Island Railroad and the New York city 
subway system. McHugh told the senate 
finance committee that the proposal “would 
work an immediate injustice on all who 
have invested in the telephone business in 
this state.” He noted that in nine of the 
last fifteen years, the New York Telephone 
Company has failed to earn enough to 
cover its regular dividends. 

The bill, known as the Milmoe Bill, was 
designed to repeal a section of a 1911 law 
that placed telephone companies and rail- 
roads in a different category from other 
utilities in rate making. Senate Finance 
Committee Chairman Austin Erwin (Re- 
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publican, Geneseo) was unsuccessful in his 
efforts to discharge the measure from com- 
mittee. 

Early in the afternoon of March 23rd, 
Senator Milmoe asked that the bill be killed 
at least for this session. “I believe the mat- 
ter deserves more study and should not be 
disposed of in a hasty manner,” he said. 


> 


FCC Chief Warns of 
Censorship 


— possibility exists, according 
to an exclusive story by Edward J. 
Mowery, published in the New York 
Herald Tribune, that Congress will amend 
the Federal Communications Act to regu- 
late the radio and television programming 
unless the industry eliminates certain 
abuses. The warning was credited to 
Chairman George C. McConnaughey of 
the Federal Communications Commission, 
who added that “Such action, of course, 
would be tantamount to censorship and 
we, in America, loathe any form of gov- 
ernmental censorship.” 

Chairman McConnaughey’s comments 
followed by one day the bitter criticism of 
TV-radio advertising abuses by Lowell B. 
Mason, senior member of the Federal 
Trade Commission, who told the Herald 
Tribune that he will recommend a $1,000,- 
000 expenditure for a “comprehensive” 
federal monitoring system for all broad- 
casts. 

Striking at overcommercialization on 
radio and TV, Chairman McConnaughey 
declared : 


If the industry doesn’t tighten up, 
police its own programs, and clean its 
own linen, it’s inevitable that Congress 
will establish programming regulations 
by amending the act. There has been 
considerable agitation on the Hill for 
some time to step into the picture. 


I’ve been questioned about the mat- 
ter by Senators who are incensed at 
back-to-back commercials and general 
overcommercialization. 


HE FCC chairman recalled that one 
Senator said that a reversal in the 
commercial-entertainment balance now 
means that some listeners get three minutes 
of entertainment and twelve minutes of 
commercials. McConnaughey said he 
passed along the warning to the presidents 
of 43 broadcasting associations, who at- 
tended a recent meeting in Washington. 
“They’re very much concerned about 
the situation,” he said, “‘and I believe they 
carried the message back to their home 
states. Actually, the FCC doesn’t get many 
complaints from the public. People just 
won’t take the trouble to write us their 
criticisms. And that, in itself, is a danger 
sign. If people are apathetic about com- 
plaining to us, they’re also probably not 
bothering to tune in the stations.” The 
official praised efforts of the National As- 
sociation of Radio and TV Broadcasters 
for doing a “wonderful” job in trying to 
implement its code of good practice. Mc- 
Connaughey went on to explain: 


But all broadcasters do not belong to 
the organization and the code has never 
been enforceable—from a legal stand- 
point—since its inception. 

It is my belief that the state associa- 
tions (of broadcasters) will have to aug- 
ment and supplement provisions of the 
code by policing their own members. 
There’s nothing so potent in holding a 
group in line as a state organization 
which can act at the local level. They 
should make their own people toe the 
line. 

There’s no doubt that something has 
to be done to impress upon the radio- 
TV industry that they are guardians 
of a public trust... . 
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Expansion Plans of Tennessee 
Gas versus Peoples Gas 


Re some time Tennessee Gas Trans- 
mission and other important U. S. and 
Canadian interests have been planning to 
build a major pipeline system to carry gas 
from the Alberta gas fields (with reserves 
estimated at 15-60 trillion cubic feet) to 
consuming markets in eastern Canada. 
The principal difficulty has been the heavy 
cost of the project, estimated at $370,000,- 
000, and the fact that it would have to 
traverse an area across northern Ontario 
which is not yet sufficiently developed to 
use much gas. 

Now this difficulty may be solved by a 
contribution from the Canadian govern- 
ment. On March 15th Canadian Minister 
of Trade and Commerce Howe introduced 
in the Commons a resolution to create a 
Crown corporation with power to borrow 
$130,000,000 to build the 675-mile seg- 
ment of the Trans-Canada Pipe Lines 
across northern Ontario. Some opposition 
to the enterprise is indicated, and various 
time limits have been set up which may 
handicap the project. However, should it 
prove successful, Tennessee Gas proposes 
to set up an interchange arrangement at 
the New York-Canadian border near the 
present northern terminus of its own line. 
More important, Tennessee proposes that 
a new affiliate, Midwestern Gas Trans- 
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Financial News 
and Comment 


By OWEN ELY 


mission, should build a 1,700-mile line 
from the Canadian border at Emerson, 
Manitoba, to the Tennessee system at 
Nashville, Tennessee. This line, which 
would probably cost about $100,000,000, 
would take gas from both Trans-Canada 
at Manitoba, and from Tennessee in the 
state of Tennessee, and deliver it to 
markets in the Red river valley of the 
Dakotas and Minnesota, in western Mich- 
igan, Wisconsin, Illinois, and Indiana, It 
would have a daily deliverability of 400,- 
000,000 cubic feet of gas per day. 

According to Tennessee’s bond pro- 
spectus of September 14, 1955, the com- 
pany has entered into a “precedent agree- 
ment” with Trans-Canada Pipe Lines, 
Ltd., providing for execution of a 25-year 
contract for the purchase of 200,000,000 
cubic feet of gas daily at an initial price of 
about 25 cents per Mcf, with an option on 
an equal additional amount. 
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FINANCIAL NEWS AND COMMENT 


C= SyMonps, in an interesting 
address before the New York So- 
ciety of Security Analysts on January 
25th, made the following statement : 


In the middle western area of Min- 
nesota, Wisconsin, and eastern North 
Dakota there’s an annual requirement, 
as near as we can tell, unserved of about 
91 billion cubic feet a year. If you add 
Chicago to it, and northern Illinois and 
the steel mill section of northern In- 
diana, you have another 97 billion feet, 
if you go to the same degrees of satura- 
tion as to house-heating and industrial 
load that have been accomplished in 
other places with similar competitive 
fuel prices. . . . Eastern Canada prob- 


ably has a-market on a firm basis of 
155 billion. 


Converted into maximum-day figures, 
his estimates for Minnesota, Wisconsin, 
and North Dakota were 278,000,000 cubic 
feet; for Chicago, northern Illinois, and 
northwestern Indiana 498,000,000 cubic 
feet; and for eastern Canada 563,000,000 
cubic feet. 


HE equity setup of Trans-Canada is 

rather involved. It is said to be affili- 
ated with Canadian Delhi Petroleum Ltd., 
a Murchison company ; Canadian Gulf Oil, 
a subsidiary of Gulf Oil; and Hudson’s 
Bay Oil & Gas, Ltd. (75 per cent owned 
by Continental Oil and 25 per cent by 
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Hudson’s Bay Company). Regarding 
Tennessee’s stake in the enterprise, Mr. 
Symonds, in his talk to the analysts, stated 
as follows: 


We have an option on a one-third 
interest in Trans-Canada and have cov- 
ered them for pipe requirements for 
1956 construction. 


y osseiemae proposed midwestern 
pipeline project seems to be competi- 
tive with development and expansion plans 
of Northern Natural Gas Company and 
Peoples Gas of Chicago. Peoples Gas 
needs substantial new sources of gas to 
take care of unsatisfied house-heating de- 
mands and aid natural growth, its 
Herscher Dome storage project having 
proved a little disappointing with respect 
to anticipated ultimate capacity, due to the 
necessity of recycling escaping gas. 

Natural Gas Pipeline, a subsidiary of 
Peoples Gas, recently asked FPC approval 
for a major expansion plan which would 
tie the system’s midwestern market into 
Rocky Mountain sources of natural gas. 
Peoples Gas now supplies its own cus- 
tomers and those of some other utilities 
with gas from mid-continent and Texas 
gulf sources. 

The new project would add 435,000,000 
cubic feet a day to the pipeline delivery 
capacity of the system, an increase of 40 
per cent over the present capacity of 
1,041,000,000 cubic feet. The 435,000,000 
cubic feet would include about 250,000,000 
from Colorado Interstate Gas, 100,000,- 
000 which Colorado would buy from the 
Pacific Northwest Pipeline (now being 
constructed to bring gas from Canada to 
the Pacific Northwest) and 85,000,000 to 
be acquired from present sources adjacent 
to Natural Gas Pipeline. If the plan is 
approved early enough, gas might be flow- 
ing by the end of 1957. Cost of the project 
to Peoples’ subsidiary would be about $80,- 
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000,000. Colorado Interstate would build 
a connecting line to join Natural Gas Pipe- 
line. The FPC will, of course, have the 
final word on these various plans. 


> 
Gas Reserves Increase to 224 


Trillion Cubic Feet 


= possible discouragement re- 
sulting from the Supreme Court de- 
cision paving the way for federal regula- 
tion of independent gas producers, the 
industry continued to develop new reserves 
at a good rate last year. At the begin- 
ning of 1956 reserves achieved a new high 
level of 224 trillion cubic feet, an increase 
of 12 trillion cubic feet over a year earlier, 
according to a joint committee of the 
American Gas Association and the Ameri- 
can Petroleum Institute. Extensions and 
revisions of previous estimates, and new 
discoveries of gas in 1955, again exceeded 
production, although the latter attained a 
new peak of 10 trillion cubic feet. This 
record production was about 700 billion 
cubic feet more than in 1954. 

New discoveries of natural gas reserves 
in 1955 totaled 5.7 trillion cubic feet com- 
pared with 5 trillion cubic feet of new re- 
serves brought in during 1954, while 
extensions and revisions of previous esti- 
mates during 1955 added 16.3 trillion 
cubic feet versus 4.6 trillion in 1954. 
Nearly 87.6 billion cubic feet of natural 
gas were added to estimated reserves in 
underground storage during 1955. 

“Tt is often not possible to estimate the 
total reserves of a field in the year of its 
discovery,” the statement said. “Satis- 
factory estimates can be made only after 
there has been sufficient drilling in the 
fields and, in some cases, adequate produc- 
tion history established. For these reasons, 
the reserves listed as discovered during 
any current year must be considered only 
as the reserves indicated by the drilling 
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in that year. The changes shown as ‘Ex- 
tentions and Revisions’ reflect a study of 
all fields and pools, which are reviewed and 
revised upward or downward in each suc- 
ceeding annual report.” 


_ reserve may be in either the 
drilled or undrilled portion of a given 
field, according to the committee bulletin. 
When an undrilled area is considered 
proved, it must be so related to the de- 
veloped acreage and the known field 
geology and structure that its productive 
ability seems assured under present op- 
erating practices, with no consideration 
being given to ultimate use. Since the esti- 
mates are made according to pools, re- 
covery factors or abandonment pressures 


used in the calculations are governed by 
the operating conditions in each individual 


pool. 
> 


General Telephone Expanding 
Rapidly 

ao TELEPHONE CORPORATION 

can perhaps lay claim to the title of 
“fastest-growing utility.” This is due not 
only to its own growth, but to ics policy 
of acquiring other independent telephone 
companies. (There are estimated to be 
several thousand independents, although 
they have only about 18 per cent of all 
U. S. phones.) In 1937 General had 
revenues of only $13,000,000; by 1945 
gross had increased to $32,000,000; and 
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in 1955, with the acquisition of the Theo- 
dore Gary system, it jumped to $351,000,- 
000, including manufacturing and sales 
subsidiaries. 

The record of increasing share earnings 
indicates that the present management has 
been successful in converting growth into 
favorable results for stockholders. Fol- 
lowing is the postwar record, with adjust- 
ments for split-ups, the Theodore Gary 
system being included only for 1954-55: 
Cons. Share Divs. Approximate 

Earnings Paid Price Range 
re $1.31 45-23 
Snes) ae 25-20 
: 1.77 98 20-16 

1.45 : 
1.17 
1.17 
97 
ee OD 
1987 2... 3 


Years 


- is interesting to note that General’s 
net income per telephone increased 
steadily from $2.36 in 1947 to $8.98 in 


1954 (1955 not available), and the per- 
centage earned on invested capital in- 
creased from 3.8 per cent in 1949 to 6.2 
per cent in 1955. This reflected in part the 
success of President Power in obtaining 
needed rate increases, as well as his policy 
of expediting rate decisions through the 
use of “canned testimony,” etc. 

Last year’s consolidated net income in- 
cluded nearly $22,000,000 from telephone 
subsidiaries and over $10,000,000 earned 
by manufacturing and sales subsidiaries. 
Thus about one-third of net income was 
from manufacturing and sales, this result 
being due largely to the acquisition of the 
huge Gary subsidiary, Automatic Electric 


Bell System—Telephone Operations . 


—Western Electric 


General Tel.—Telephone Operations .. 


—Manufacturing, Etc 
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Sales Corporation, controlled through As- 
sociated Telephone & Telegraph. (In 
1954, before the merger, Gary’s manufac- 
turing and sales subsidiaries had net in- 
come of $6,633,000 compared with only 
$1,077,000 for General’s subsidiaries.) 
General expects to obtain substantial 
economies by consolidating a large num- 
ber of separate plant facilities of Auto- 
matic Electric in Chicago into one large 
plant. 

General Telephone system at the end 
of 1955 had 2,567,000 telephones com- 
pared with the Bell system’s 46,218,233, 
and 76 per cent of these were dial- 
operated, compared with 87 per cent for 
Bell. Net operating income for telephone 
and manufaturing subsidiaries, as related 
to revenues, compared as shown in the 
table below for the two systems last year. 


HITE, WELD & Co. in a recent bro- 

chure made the following long-term 

projection of earnings: 

We estimate that in 1959 earnings 
may reasonably approximate $4.20 a 
share on the 11,500,000 shares out- 
standing after giving effect to the 
merger or $3.70 a share after allowance 
for estimated common stock financing. 
This estimate assumes continuance of 
current trends in business generally and 
for the two companies. It is based on 
projections for the telephone operating 
companies of growth, construction, 
financing, money costs, and rate of re- 
turn which appear reasonable in rela- 
tion to current conditions and to the 
past records of both companies, as well 


Millions of Dollars 
Net Ratio Net 
Oper.Inc. To Gross 


$721 14% 
58 3 


210 37 18 
12 9 


Revenues 
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as a rate of earnings growth for the 
manufacturing and sales subsidiaries 
related to that estimated for their 
affiliated utility customers. 


« 


December Earnings Figures 
Very Favorable 


ARNINGS statements for the month of 
December, as released by the Federal 
Power Commission for both electric and 
gas utilities, make favorable reading. 
Only the preliminary results for the elec- 
tric utilities are available thus far, but they 
show increases in electric revenues of 11 
per cent, in gross income of 16 per cent, 
and in net income of 17.4 per cent. (In 
earlier months net income had been show- 
ing gains of about 10 per cent over last 
year. ) 

Natural gas pipeline companies report- 
ed revenues for the month of December of 
almost $199,000,000, a gain of 16.5 per 
cent over last year (although sales to ulti- 
mate customers increased only 6.6 per 
cent and to other gas utilities 9.8 per cent). 
Gross income for the month was up 20.9 
per cent and net income 53 per cent. Fixed 
charges were $8,610,000 compared with 
$11,670,000 in the previous year, the de- 


crease being due to an increase in the In- 
terest Charge to Construction-Credit and 
a sharp decline in “Other Income Deduc- 
tions.” 

For the calendar year gas revenues were 
up 17.8 per cent while net income gained 
29 per cent. However, it should be noted 
that the gas figures include some revenues 
collected under increased rates suspended 
by the commission but which are being 
collected under bond pending completion 
of rate cases. 

> 


Stock Market Forges Ahead 


HE stock market since its last reaction 

in early February has forged rapidly 
ahead into new high ground, with the 
Dow-Jones industrial average currently 
around 513—compared with last year’s 
high of 488 and the 1929 high of about 
390. (Even the utility average is fraction- 
ally above the 1955 high.) Bond prices, 
on the other hand, have been somewhat 
reactionary, both in the municipal and 
corporate divisions; the yield on highest- 
grade corporate bonds during the past 
month has risen from 3.06 per cent to 
3.19 per cent. The yield on high-grade 
common stocks (using the issues in the 


NEW-MONEY OFFERINGS IN FEBRUARY, 1956 


Electric Companies 
Bonds—Sold to Public 
—Sold Privately 
Preferred—Sold to Public 
Common—Sold to Public 


—Offered to Stockholders 


Total Electric 


Gas Companies 


Bond—Sold Privately 
Preferred—Sold to Public 


Common—Offered to Stockholders 


Total Gas 


Source, Irving Trust Company. 


$ 42,831,000 
$146,886,000 
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Dow average) is now around 4.21 per 
cent so that there is still a spread of about 
one per cent between stock and bond yields. 
The stock yield has been bolstered by con- 
tinued dividend increases. 

While brokerage loans increased $141,- 
000,000 in one week recently, indicating a 
possible increase in speculative activity, 
the total of $1,650,000,000 is still some 
$300,000,000 below the peak of last May; 
and of course the figures are relatively 
small as compared with the inflated bor- 
rowings in the 1920’s. 


USINESS activity is enjoying a new up- 
surge. The earlier letdown in residen- 

tial building has been offset by a gain in 
nonresidential construction. While the 
automobile industry was pessimistic early 
this year, first-quarter registrations are ex- 
pected to approach 1,500,000, the highest 
for any year except 1955. Dealers’ inven- 
tories are still high but are probably now 
being reduced slightly. Most of the auto 
plants are now back on a 5-day week, al- 
though there is little overtime work. In the 


z 


industrial field final settlement of the long 
Westinghouse Electric strike is a favorable 
factor. Unemployment in February was 
only 4.4 per cent of available workers, a 
record low except during the Korean War. 


HE steel industry is booked solidly for 

the second quarter and it looks as 
though the industry could go through the 
balance of the year without any real let- 
down. Current operations are slightly in 
excess of theoretical capacity. Other 
metals such as aluminum and copper are 
also doing very well. 

In recent years the cost of living has 
been held almost level because the drop in 
farm prices has offset the rise in prices of 
manufactured goods and miscellaneous 
items. 

If food prices stabilize—as they might 
do if pending farm legislation gives 
generous support—we may be in for at 
least a moderate round of inflation. The 
Federal Reserve Board is on the job, of 
course, but may be reluctant to put on the 
brakes too sharply in an election year. 


DATA ON ELECTRIC UTILITY STOCKS 


3/21/56 
Price 
About 


Div. 
Rate 
$2.00h 
1.00 


American Gas & Elec. .... 
Arizona Pub. Serv. ....... 
Arkansas Mo. Power .... 
Atlantic City Elec. ........ 
Baltimore G. & E. ........ 
Bangor Hydro-Elec. ...... 
Black Fills P. & 1. . 3.05.0 
Boston Edison 

Calif. Elec. Power 

Calif. Ore. Power 

Calif, Pacific Util. ........ 
el Yh 2 Ae 
Cent. Hudson G. & E. .... 
Cent, TL Eo &G. 2.2.00. 
Cent. Ill. Light 

Cl Ae DS ees 
Cent. Louisiana Elec. ...... 
Cent. Maine Power 

Cent. & South West 
CRS fee 
Cincinnati G. & E. ........ 
Citizens Util. 
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$2.99** 17% Jan. 19.7 
1.37 8 i75 

5 13.9 

10 19.3 

17 17.3 
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3/21/56 Cur- Share Earnings* Price- Divi- Common 
(Continued) Price Div, rent Cur. % In- 12 Mos. Earns. dend Stock 
Rate Yield Period crease Ended Pay-out Equity 


30 Dec. 
Dec. 
Dec. 
Dec. 
Dec. 
Dec. 
Jan. 


Cleve. Elec. Illum. 1.60 
Colo. Cent. Power 29 1.20 
Columbus & S. O. E. ..... 1.60 
Commonwealth Edison ... 2.00 
Community Pub. Serv. .... 1.20 
Concord Electric 4. 2.40 
Connecticut L. & P. ...... .98 
Connecticut Power 
Consol. Edison 


Detroit Edison 

Duke Power 

Duquesne Light 

Eastern Util. Assoc. ...... 
Edison Sault Elec. ........ 
pO So 
Empire Dist. Elec. ........ 
Fitchburg G. & E. ........ 
Florida Power Corp. ..... 
Florida P. & L. 

Gen. Pub. Util. .......... 
Green Mt. Power 

Gulf States Util. .......... 
lobe Oe 
PAAVCEHIN. SUIEC; o.ck cece ec 
PIOUSION EEE, os codeces 
Housatonic P. S 

Idaho Power 

lilinois Power 
Indianapolis P. & L. ...... 
Interstate Power 

Towa Elec. L. & P. ........ 
Iowa-Ill. G. & E. ........ 
Iowa Power & Lt. ........ 
Iowa Pub. Service 

Iowa Southern Util. ...... 
Kansas City Po & L. ...60s 
io Ca 2) 
Kansas Pr. & Lt. 

Kentucky Util... 
Lake Superior D, P. ...... 
Lawrence Elec. 

Hong sland Ete. ...<6ss. 
Louisville G. & E. ........ 
Howell lec: Lt ....6.6c60s 
pO CAG A rr 
PeaewonG & EB. cscs cscs 
Maine Pub. Service 
Michigan G. & E. ........ 
Middle South Util. ........ 
Minnesota P. & L. ........ 
Miss, Valley P. S. ........ 
Missouri Pub. Ser 

js al 6) 
Montana Power 

New England Elec 

New England G. & E. .... 
New Orleans P. S. ...... 
Newport Elec. ............ 
N. Y. State Elec. & Gas .. 
Niagara Mohawk Pr. .... 
Northern Ind. P. S. ...... 
Northern Sts. Power .... 
Northwestern P. S. ...... 
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3/21/56 Cur- Share Earnings* Price- Divi- Common 
(Continued) Price Div. rent Cur. % In- 12 Mos. Earns. dend Stock 
Yield Period crease Ended Ratio Pay-out Equity 


Ohio Edison E 4.7 
Oklahoma G. & E. ........ 5 
Otter Tail Power 

Pache G, & E. .......0000% 
5 ae ga as 
Penn Power & Lt. 
Philadelphia Elec. ........ 
Portland Gen. Elec. ....... 
Potomac Elec. Pr. ........ 
Pub. Serv. of Colo. ....... 
Pub. Serv. El. & Gas 

Pub. Serv. of Indiana 

Pub, Serv. of N. H. ...... 
Public Serv. of N. M..... 
Puget Sound P. & L. ..... 
Rochester G, & E. ........ 
Rockland £.. & P. oc... 
Bt Joseph LP. ...s0ces 
San Deco G & E. ..2...% 
Bavarian £5. ©. sss.cseens 
Sierra Pacific Pr. ........ 
So. Calif. Edison 

So. Carolina E. & G....... 
Southern Colo. Pr. ...... 
Southern Company 

So. Indiana G. & E....... 
So. Nevada Power 
Southern Utah Pr. ........ 
Southwestern E. S. ...... 
Southwestern P. S. ...... 
PAMIDA HEED, o5c5s55055005 
Texas Utilities 

Toledo Edison 

Tectonts. BLL PP. ... 00 
Union Elec. of Mo. ...... 
United Illuminating 
Upper Peninsula Pr. ..... 
Utah Power & Lt. ........ 
LS ORS a 
Wash. Water Power 

West Penn Elec. ......... 
West Penn Power 

Western Lt. & Tel. ....... 
Western Mass. Cos. ....... 
Wisc. El. Pr. (Cons.) .... 
Wisconsin P. & L......... 
Wisconsin Pub. Serv. ..... 
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Foreign Companies 

American & Foreign Pr. .. $ .75e 

Brazilian Trac.L.&P..... 7 — 

British Columbia Pr. ...... 1.20 

Gatineau Power 1.20 

Quebec Power 1.20 : : : 

Shawinigan Water & Pr. .. 1.80 ; f ‘ F 35 


>P Pr pn 


B—Boston Exchange. A—American Stock Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. D—Decrease. *If additional common shares have been recently offered, earn- 
ings are adjusted to give effect to the offering. Percentage change is in the net income available for common 
stock. **Based on average number of shares. a—Also regular annual 3 per cent stock dividend, which is included 
in the yield. b—Also 5 per cent stock dividend. c—Also 3/10 share of Northern Illinois Gas for each share 
of Commonwealth Edison. e—Includes 15 cents extra. g—Also 10 per cent stock dividend January 31, 1955. 
Lerma 2 per cent stock dividend. i—Also 5 per cent stock dividend. t—Estimated. ##—Also occasional stock 

viden 
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What Others Think 


After the Gas Bill Defeat—Producers View the Future 


| gress producer reaction to the 
gas bill veto has quite naturally ranged 
the color spectrum from the first whites of 
rage to the reds of anger and the blues of 
frustration. For many of them, the veto 
could be fairly said to constitute strange 
thought process and most unusual fact 
appraisal. But as the Oil and Gas Journal 
for February 27th stated editorially, “a 
stunned industry” has already begun “to 
pick itself up from the floor.” As it does 
so, “blind rage and frustration over the 
veto of the gas bill gradually give way to 
reason and to coherent thought for the 
future.” 

The Oil and Gas Journal devoted article 
and editorial space in both the February 
27th and March 5th issues to an analysis 
of producer prospects. The result was a 
revelatory bit of “do-it-yourself” psycho- 
analysis which gave a pretty good picture 
of present thinking in the production in- 
dustry. 

Less than ten days after the veto, work 
had already begun toward another attempt 
to enact natural gas legislation similar to 
the Harris-Fulbright Bill, according to the 
Journal. “But for at least a year the in- 
dustry will: Operate in a state of con- 
fusion and uncertainty. Hold back on 
developing gas for interstate sale. Grope 
for ways of living under FPC regulation,” 
the magazine stated. 


It said that industry leaders were meet- 
ing to lay the groundwork for a new legis- 
lative attempt in the next Congress, and 
that support for such a move would im- 
mediately be sought. The two industry- 
wide groups which had worked for the 
bill—the General Gas Committee and the 
Natural Gas and Oil Resources Commit- 
tee—probably would be continued, the 
Journal felt, but it thought they might be 
reorganized and reoriented. It said that 
“the new bill probably will be substantially 
the same as the one vetoed. Producers feel 
that they went as far as they can go in 
meeting consumer objections when they 
accepted the Harris Bill.” This view was 
substantially modified in the following 
weeks, as a review of a later article will 
show. 

The article went on as follows: 


Producers are encouraged by Eisen- 
hower’s statement that the present law 
will discourage incentives to explore 
and will limit supplies of gas. This vin- 
dicates the statements they have been 
making all along. But they are not con- 
sidering pressing for reconsideration 
soon because, as one of them expressed 
it, no government official wants to be 

‘seen talking to an oil man. 

It is the black eye given the entire in- 
dustry that worries oil men as much as 
loss of the decontrol bill. 
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They fear that the entire industry 
will be completely suspect in the public 
mind and that it will not be able to get 
favorable treatment or even a fair hear- 
ing in future legislation. 

To offset this, some oil men are sug- 
gesting that the industry take a new 
look at its whole approach to public re- 
lations. 


HE magazine stressed that the gas 

shortage, “which even the President 
foresees,” could be felt within the year. 
Some gas men freely predict that inter- 
state pipelines will find it extremely diffi- 
cult to sign up new reserves, it said. The 
Journal writer understood that several 
substantial deals committing gas to inter- 
state lines were ready to be signed im- 
mediately after the Harris Bill became law 
and thought that presumably these would 
be suspended. Beyond that he saw a trend 
toward less and less drilling for gas. 

The article declared that many produc- 
ers think state regulatory bodies should 
use their powers of conservation to throw 
roadblocks in the way of expansion of 
interstate gas sales. There are many things 
which these commissions might do to re- 
duce the supply of gas available to inter- 
state markets or to protect producers 
against confiscatory low prices, it stated. 

The Journal writer said that although 
the Federal Power Commission had for- 
mulated ‘“‘no definite program” for pro- 
ceeding with regulation of producers, he 
found the commissioners so divided in 
their respective views that staff influence 
had become very strong. The staff, in his 
opinion, was thoroughly steeped “in the 
traditions of utility regulation and are un- 
familiar with oil and gas production.” 

The article sketched in the probable 
lines of FPC approach to the regulatory 
problem, as a case-by-case development 
“couched in language sufficiently ambigu- 
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ous to permit the commission to switch 
its direction later if expedient.” 
The article continued : 


Producers will fight FPC with every 
means at their command. Already some 
40 cases are pending in federal courts, 
challenging specific FPC orders. These 
will be prosecuted and many more filed. 
The ensuing legal snarl may prove to 
be a further demonstration that the 
present law is unworkable. 

Producers who have no alternative to 
selling gas in interstate commerce can 
do little but rely on their lawyers and 
accountants when their prices come un- 
der FPC review. The intricacies of 
utility rate fixing—and the devices for 
thwarting it—are a fine art. 


HE Oil and Gas Journal did see one 
possible way out, however. In its 
view, the FPC seemed eager to listen to 
suggestions for an alternative to the utility 
cost formula for determining producers’ 
prices. It said that a utility’s rates are 
based on wasting assets—a “disappearing 
rate base.” “FPC recognizes that oil and 
gas producers must necessarily have a re- 
turn based on increasing assets—that the 
cost of staying in business is a big item, 
and that they must plow back income to 
maintain the supply of gas,” the article 
explained. How to write this into a price- 
fixing formula—how to cover explora- 
tion, dry-hole, and similar costs—is the 
big problem if the present law is to be ap- 
plied, it said. 
The Journal then made this unusual 
remark : 


A start toward a possible solution has 
been made by several producing com- 
panies, working separately on an eco- 
nomic approach which would develop a 
“cost-of-service” formula. No such for- 
mula has yet been presented to FPC in 











a specific price case, but the idea is ex- 
pected to pop up soon in some of the 
hundreds of cases now before the com- 
mission. Those who have been working 
on the formula say it promises to give 
producers legally a much higher well- 
head price than many now get. 


The Journal said two recent FPC cases 
in which it was hinted that the commis- 
sion might consider the entire business of 
a producer in determining his costs as a 
basis for gas prices, instead of looking 
only at the costs in a single well or lease, 
might be “a ray of hope.” This process, 
if carried to its logical conclusion, would 
permit an operator to throw in his costs 
of exploring for and producing oil instead 
of having to separate the costs of his gas 
sales, according to the Journal. This, it 
felt, would make every well a gas well in 
a sense, and would bring federal regula- 
tion closer to the oil business. But it might 
function “to prevent some producers’ gas 
sales being priced at zero—or less—under 
a strict utility formula, and thus save the 
neck of the industry until new legislation 
finally is enacted.” 


| pene cns industry hopes “for legisla- 
tion freeing producers from federal 
regulation” soared with the President’s 
announcement that he was willing to run 
for re-election, the Oil and Gas Journal 
stated in its March 5th issue. It saw in a 
second term for President Eisenhower 
assurance that producers would have 
White House support for natural gas 
legislation. 

A Democratic President, who would 
come from the North where opposition to 
gas legislation is widespread, would not 
be likely to support a reversal of the Su- 
preme Court decision in the Phillips Case, 
the magazine commented. 

But it continued in a more pessimistic 
vein : 





WHAT OTHERS THINK 


Even with this assumption, however, 
the industry has a long row to hoe. A 
sympathetic attitude in the White 
House is considered essential. But it 
guarantees no action and leaves the bur- 
den of decontrol still upon the oil in- 
dustry. 

Under even the most favorable po- 
litical conditions, however, there are 
problems in the way of new gas legis- 
lation. 

Leaders in the industry privately de- 
clare that two developments must come 
about if Congress ever again is to seri- 
ously consider it : 

The three divisions of the natural gas 
industry must compromise their differ- 
ences and present a “solid front” sup- 
porting a bill, backed if possible by the 
state regulatory bodies. 

The FPC must deal carefully with 
the basic problems of producer regula- 
tion to avoid decisions which might de- 
stroy the chances of legislation. 


S ben Journal developed its first point 
by quoting an unnamed pipeline ex- 
ecutive who was said to take the position 
that producers had to realize that they are 
part of the interstate movement of gas. 
They are the base on which billions of 
dollars have been invested in pipeline and 
distribution facilities. The pipeliner also 
felt that his own segment of the industry 
had to realize its dependence on the pro- 
ducer for the adequate supply of gas to: 
satisfy the needs of distributors and con-- 
sumers. Finally, he stressed that distrib-- 
utors should recognize that, through the 
pipelines, they are equally dependent upon 
the producers to carry out their obligation 
to provide service to the 27,500,000 con- 
sumers linked to their pipes. 

The Journal said that producers antici- 
pated a long delay before new legislation 
could be introduced in Congress with any 
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real hope of favorable treatment, because 
of the recent public resentment and bad 
publicity generated by the Case incident. 
It noted that “there is considerable think- 
ing that it (new legislation) will not be 
along the lines of the Harris-Fulbright 
Bill.” 


A CLEAR statement of producer goals, 
and of the manner in which the Oil 
and Gas Journal thought they could be 
achieved, appeared in an editorial in the 
same March 5th issue. “Now that Presi- 
dent Eisenhower has announced his in- 
tention to run for a second term,” it said, 
“the oil and gas industry can make cer- 
tain assumptions and lay definite plans re- 
garding new legislation on natural gas.” 

The editorialist assumed that the Presi- 
dent might well be re-elected, but he re- 
fused to take the position that the Presi- 
dent might sponsor and push a gas bill, 
despite his “kind words for it in his veto 
message.” He added: 


The only safe assumption is that pro- 
ducers must win friends and influence 
people for a new gas bill by their own 
efforts, and that they must do it more 
effectively during the coming year than 
they have done in the past. 

New attitudes and new approaches 
must be adopted. The former tactics of 
righting the wrong of an unjust court 
decision and attacking opponents as 
misguided, selfish, or malicious must be 
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modified. Producers need a lot more 
friends outside the White House and 
Congress than they have now or are 
likely to have next year, and friends 
must be won by wooing, not bludgeon- 
ing. 

Gas distributors must be won over 
to a realization that the present law is 
bad for them, too, and then producers 
and distributors must suppress their 
antagonisms and sit down to work out 
a mutually acceptable plan. 

Consumers’ hysterical fears of run- 
away gas prices must be calmed by 
drafting new legislative wording that 
will meet the requirement of the veto 
message for “specific language protect- 
ing consumers in their right to fair 
prices.” 

The industry’s “bad press” in the 
East can be overcome to a considerable 
extent by erasing the ill will-of the 
newspapers’ readers plus a continued 
campaign of information and education. 


I“ so far as the Oil and Gas Journal may 
be said to portray accurately the cur- 
rents of thought in producer country, this 
was the picture as of March 5th. The re- 
strained optimism evoked seemed based 
on the possibility that by relying on the 
facts, but in presenting them differently, 
producers could win more support— 
enough to pass a new bill, perhaps next 
year. 





Power and Politics 


le eighteenth annual meeting of the 
American Power Conference was 
held in Chicago’s Sherman hotel late in 
March. Addressing the luncheon on the 
opening day (March 21st) was Harllee 
Branch, Jr., president of Edison Electric 
Institute and of Georgia Power Company. 
Branch chose as his subject “Power and 
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Politics,” as he said, “not for the purpose 
of engaging in a political harangue.. . 
but in order to review some of the spec- 
tacular gains made by the electric industry 
in recent months despite continuous po- 
litical attacks and for the purpose of point- 
ing out how the future of our industry will 
be affected by decisions which the Amer- 
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ican electorate will make in the political 
year of 1956.” 

Mr. Branch said that a new peak of 
prestige for our free enterprise economy 
has been reached under the leadership of 
this national administration because, in his 
view, it has dared, despite the sniping of 
demagogues and divisionists, to take a 
reasonably sympathetic, rather than a sus- 
picious and hobbling attitude toward busi- 
ness and businessmen. But the EEI presi- 
dent directly went on to point out that, 
while a proper concern has been shown 
for the problems of business and industry 
in general, “it must be admitted that some 





appointive and elective officials have dis- 
played a remarkably indifferent and in- 
decisive attitude toward one of the most 
important segments of American indus- 
try; namely, the electric utilities.” 

He added: 


I ask myself and I ask you why the 
electric industry should today be treated 
as a political stepchild by anyone in 
either of our two great political parties. 

If our industry had been backward or 
negligent in fulfilling its obligations to 
the American people; if through lack of 
foresight or prudent planning it had 
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proved itself to be a drag on the Ameri- 
can economy; if it had engaged in ren- 
dering a service of doubtful social value, 
then such an attitude would be justified 
and understandable. But none of these 
considerations apply. I do not claim, of 
course, that all of the men and women 
in the electric industry have always been 
either wise or good or generous. Nor 
can that claim be made for your own 
businesses or professions or for any 
other human enterprise, including gov- 
ernments. But I do say that our indus- 
try has met and is meeting the power 
needs of America with efficiency and 
economy just as it did under the emer- 
gency conditions of World War II 
when one government official said of 
our electric companies: “When we 
asked them for power’ we got power 
and not, thank God, alibis!” 


Since World War II, Mr. Branch said, 
the free enterprise electric industry has 
carried on the greatest expansion program 
in its history. It has not only kept abreast, 
he said, it literally set the industrial pace. 


- takes nerve, Mr. Branch stated, for 
the politicians to criticize the investor- 
owned electric industry, which has low- 
ered its residential rates by 33 per cent 
and the over-all cost of all classes of elec- 
tric service by more than 20 per cent dur- 
ing the past fifteen years, while the cost of 
government, which is the responsibility of 
the same politicians, has steadily risen— 
for example, 70 per cent in terms of fed- 
eral taxes alone. In this connection, the 
EEI head pointed out that electric rates 
dropped faster in the twenty-two years 
before TVA was established than in the 
twenty-two years since that so-called 
“yardstick” came into being. 

_ Today, Mr. Branch declared, the cost of 
electricity is only about one per cent of 
the average family’s cost of living and 
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only about six-tenths of one per cent of 
the value of our finished manufactured 
products. Food, on the other hand, takes 
25 per cent of the average family’s dis- 
posable income after taxes, and tobacco 
2 per cent. 

Mr. Branch said he was happy to report 
that the electric utilities and related in- 
dustries are not “resting on their laurels.” 

Technological advances in the genera- 
tion, transmission, and distribution of 
electricity are being made as fast today 
as at any time in the industry’s phenome- 
nal 75-year history of progress. For ex- 
ample, the largest generating unit now in 
service has a capacity of 260,000 kilo- 
watts, the highest operating steam pres- 
sure is 2,400 pounds per square inch, the 
highest operating temperature is 1,100 de- 
grees Fahrenheit, and the most efficient 
coal rate is three-quarters of a pound per 
kilowatt-hour. But, Mr. Branch further 
declared, there is now on order for opera- 
tion within two years, a newly designed 
generating unit with a capacity of 325,- 
000 kilowatts, steam pressure of 5,000 
pounds per square inch, temperature of 
1,200 degrees Fahrenheit, and a fuel effi- 
ciency of three-fifths of a pound per kilo- 
watt-hour. 


A a result of recent developments in 
the field of power transmission, Mr. 
Branch disclosed that the industry is now 
able to conduct as much as a million and 
a quarter kilowatts of power over a double 
circuit line. The speaker explained that 
this achievement will permit companies to 
increase by several times the amount of 
power which can be carried over existing 
rights of way, thus offsetting the increased 
expense and difficulty of obtaining new 
and adequate easements. 

Mr. Branch also indicated that electric 
companies have never before been en- 
gaged in such extensive engineering and 
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marketing programs as those currently be- 
ing carried on for the purpose of improv- 
ing the distribution of electricity and its 
ultimate utilization by their customers. 

Summing up private enterprise progress 
in the field of atomic energy, he stated 
that in the relatively short time since the 
laws and regulations of the federal gov- 
ernment were amended to permit civilian 
access to fissionable materials, 44 inves- 
tor-owned electric utilities have joined to- 
gether to construct seven large and me- 
dium and two small atomic reactors. These 
reactors, he said, will have more than a 
million kilowatts of generating capacity 
and will involve the expenditure by the 
companies of approximately 300,000,000 
free enterprise dollars. 

He remarked that a number of other 
electric companies are members of atomic 
research, engineering, and planning groups 
such as the Rocky Mountain Group, the 
Atomic Power Associates of Kansas, the 
Atomic Power Associates of Iowa, the 
Nuclear Operations Group of Minnesota, 
the Carolina Atomic Power Study Com- 
mittee, Atomic Power Development Asso- 
ciates, and the Atomic Power Engineer- 
ing Corporation. 


M®* BRANCH then got into the meat of 
his speech. He said: 


I have mentioned these new develop- 
ments for several reasons. In the first 
place, I thought we should be reminded 
that the investor-owned electric com- 
panies are not sitting by waiting for 
technological improvements to be made 
by others. On the contrary, they are pur- 
suing their traditional role of partici- 
pating actively in and, in most cases, are 
pioneering these advances. This was 
never quite so impressively demon- 
strated, I think, as in the field of atomic 
power. Here, the companies have pro- 
ceeded despite restrictive and dis- 


criminatory governmental regulations, 
and notwithstanding abundant reserves 
of fossil fuels and notable advances in 
the efficiency of conventional generat- 
ing plants have made atomic energy a 
much less needed and less competitive 
source of heat for power generation in 
America than in most other countries. 

In the second place, I wanted to point 
out the notable contribution which in- 
dustrious, resourceful, and creative en- 
gineers continue to make to the develop- 
ment of the electric industry and its re- 
lated businesses. Here is an engineering 
job which will never be completed. Our 
industry’s need for skilled and imagina- 
tive engineers does not diminish but 
steadily increases as shifting economic 
factors and new discoveries and ad- 
vances in metals and other materials 
create new opportunities for and new 
demands upon engineering talent. The 
electric power industry never faced such 
a dynamic and challenging future as it 
does today—and never before has it of- 
fered such promising rewards for en- 
gineers and technicians. 

But, most of all, I wanted to mention 
these achievements of the electric in- 
dustry because it seemed to me that an 
industry which has so unceasingly mod- 
ernized and improved its methods as to 
make its service an indispensable of 
modern living—and which has so stead- 
ily reduced its charges—would be 
treated with kindliness, if not with 
gratitude, by the legislators and admin- 
istrators of a great democratic nation— 
and particularly so when it has man- 
aged, while engaged in continuous ex- 
pansion, to pay nearly 25 cents of every 
dollar of its revenues for the support of 
federal, state, and local governments. 
One would think the politicians would 
hesitate to cripple and destroy an indus- 
try that last year contributed more than 
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$1.5 billion for the financing of gov- 
ernmental services. But the truth is that, 
despite its almost miraculous achieve- 
ments and despite its spectacular plans 
for the future, the electric industry finds 
itself today under almost endless politi- 
cal attack and without any really de- 
termined and courageous defense by 
either political party. 


iy his economic report to the Congress, 
President Eisenhower reiterated his 
belief in “economic progress through free 
and competitive enterprise” as the only 
means for bringing about “general eco- 
nomic improvement” and for strengthen- 
ing the moral roots of industry, enterprise, 
and resourcefulness “from which still 
greater prosperity and. well-being will 
spring in the future.” Mr. Branch felt that 
most politicians, regardless of party, 
share the President’s devotion to the free 
and competitive enterprise system, “‘at 
least in theory.” But, in practice, “either 
because of timidity or fuzziness or in or- 
der to gain personal or political advan- 
tage,” the EEI head insisted that they are 
too often willing to join or compromise 
with its enemies. This has been particu- 
larly true, he found, in matters affecting 
the investor-owned electric industry 
which, because of its essentiality, is “a 
natural first target” of those who would 
socialize all American industry. 
He declared : 


The central, the overwhelming prob- 
lem of the electric industry, besides 
which all other problems fade into com- 
parative insignificance, is to halt the en- 
croachment of these subsidized power 
groups. 

Admiral Ben Moreell, chairman of 
the Hoover Commission Task Force of 
Water Resources and Power, said in a 
recent address : 
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I believe that all public power 
which is subsidized by tax funds, 
whether on the federal, state, or local 
level, is economically and morally 
wrong... Federal power sets an evil 
pattern for all other segments of the 
economy in self-seeking competition 
for government handouts. These 
handouts are bought with votes; and 
when votes are thus prostituted, free- 
dom is endangered. 


The effort to governmentalize the 
power industry, as I have frequently 
said, did not begin with the New Deal 
in 1933, nor did it end with a change 
of national administrations in 1952. 
The advocates of socialization have in- 
sinuated themselves, to some extent, 
into both major political parties just as 
they have invaded most of the other or- 
ganizations and institutions of our so- 
ciety. Hence the threat of governmental 
encroachment continues for our indus- 
try regardless of which party is in pow- 
er. An understanding of this fact is im- 
portant if the electric industry is to 
preserve its independence. 


M®* BRANCH maintained that many in- 
roads had been made by the sup- 
porters of subsidized power in recent 
months. As examples, he mentioned : 

(1) The recent approval by the Senate 
Public Works Committee of the Lehman 
plan for the development of Niagara Falls 
by the state of New York, and the rejec- 
tion of an alternative proposal for devel- 
opment by a group of investor-owned elec- 
tric companies. The speaker said this 
approval was given notwithstanding the 
project was purely a power development, 
and notwithstanding the fact that develop- 
ment by the electric companies, unlike 
state development, would have kept the 
project on the tax rolls and would have 
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made the power available to customers 
throughout the entire service area of the 
five companies without favor or discrimi- 
nation. 

(2) The repudiation, “in the face of 
political attack by partisans of socialized 
power,” of the Dixon-Yates contract by 
the very same federal officials who initiated 
the proposal, participated in the negotia- 
tion and drafting of the contract, minutely 
examined every detail of the transaction 
and who defended it for nearly nineteen 
~ months. 

(3) The failure to press for enactment 
of the President’s “partnership program” 
designed to relieve the taxpayers of the 
burden of raising upwards of $500,000,- 
000 a year for the construction of federal 
hydroelectric projects which local inter- 
ests, municipalities, power districts, and 
private electric companies stand ready to 
build. 

(4) The opinion of Attorney General 
Brownell in the Clark Hill dam case which, 
if adhered to, “would give the co-ops and 
other so-called ‘preference’ customers a 
virtual monopoly in federally generated 
power.” This opinion, according to Mr. 
Branch, “‘went beyond anything the New 
Dealers or Fair Dealers ever conjured up,” 
and has had the effect of prolonging a 
controversy over the distribution of Clark 
Hill power which is already nearly eight 
years old. 

(5) The recent proposals for the financ- 
ing and construction of atomic power 
plants by the government and for sale of 
the output of those plants to subsidized 
power groups under an expanded prefer- 
ence clause. 

(6) The proposals for financing not 
only the Tennessee Valley Authority but 
also the Rural Electrification Administra- 
tion through the sale of bonds or other 
securities enhanced in value by prior ap- 


propriations of tax funds, so as to effec- 
tively nullify congressional control of 
their fiscal policies. 


HERE have been a number of favor- 

able developments, Mr. Branch felt, 
such as the recent vote in Stevens county, 
Washington, where the voters, “given a 
clear-cut choice between government- 
subsidized and free enterprise electric 
power, voted over 70 per cent for the lat- 
ter.” He also cited the FPC’s approval of 
a license for the development of the Hell’s 
Canyon site by the Idaho Power Com- 
pany, and the licensing of an extensive 
development of the Coosa river by the 
Alabama Power Company. Mr. Branch 
admitted, however, that the danger is that 
while “counting these blessings” the in- 
vestor-owned electric industry might 
minimize the threats that confront it from 
a dozen different directions. 

One of the big questions in the year 
1956, Mr. Branch felt, was whether there 
would be developed “‘a strong and cohesive 
and courageous demand” for the elimina- 
tion of tax exemptions and other sub- 
sidies upon which “a vast governmental 
power empire is being created in America” 
for the benefit of a 20 per cent minority 
of power consumers at the expense of the 
80 per cent served by the investor-owned 
electric companies. Another question, he 
said, was whether there was to be an end 
to power favoritism as between states and 
regions. 

Mr. Branch closed his speech by again 
quoting words of Admiral Moreell: 


Whether the demagogues advocating 
public power are or are not Socialists is 
not important. What is important is that 
the price we pay for public power must 
be measured by the advance of Social- 
ism in our midst and our concurrent 
loss of liberty. 
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How To Hire OFFIcE PERSONNEL. When 
hiring a new office girl, the employer is in- 
vesting time and money in the hope that 
she will become a real producer for the 
organization. If she does not work out, 
she must be replaced—money has been 
wasted and unnecessary time must be taken 
up going through the whole process all 
over again. 

There are various things that can be done 
to minimize the chances of a mistaken first 
choice. An excellent rundown of special re- 
cruiting, screening, testing, reference 
checking, and interviewing techniques 
which should prove helpful to the prospec- 
tive employer of new help may be found 
in a booklet, “How to Hire Office Person- 
nel,” published by the Martin Publishing 
Company. A copy may be had without 
charge by anyone making request on their 
company letterhead to Martin Publishing 
Company, Howard G. Martin, publisher, 
P. O. Box 2632, San Diego 12, California. 


AvuToMATION As A Basic Factor 1n INDus- 
TRY. Because of the widespread interest in 
automation today, the business information 
bureau of the Cleveland Public Library’s 
current bulletin, ‘Business Information 
Sources,” is devoted to that subject. It 
supplements a bulletin on automation pub- 
lished in 1953. 

Emphasis is placed upon management, 
labor, and economic aspects of automation. 
Some technical developments are men- 
tioned, too. It contains references to signifi- 
cant books, articles, proceedings, reports, 
bibliographies, directories and glossaries, 
films, and other data helpful to individual 
adjustments and a planned transition. 
Copies are available from: Business In- 
formation Bureau, Cleveland Public Li- 
brary, 325 Superior avenue, Cleveland 14, 
Ohio. Mailing and handling charge, 25 
cents. 


Gas Inpustry To PLay VITAL ROLE IN 
Atomic AcE. In the foreseeable future, 
atomic energy will supplement but not sup- 
plant gas, oil, and coal. But, according to 
an American Gas Association forecast, 
based on latest available scientific and en- 
gineering information, the so-called “con- 
ventional” fuels (gas, oil, and coal) will 
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Notes on Recent Publications 


play a vital role in America’s expanding 
economy for many years to come. 

Readers may find this and other predic- 
tions in a new AGA booklet, “Gas and 
the Atom,” which answers 18 commonly 
asked questions to dispel some of the 
“myth, mystery, and misunderstanding” 
which it says have risen on the subject of 
atomic energy. “Gas and the Atom” visual- 
izes the atom as a partner that will help 
gas, oil, and coal to meet tremendously in- 
creased energy requirements. 

Copies of “Gas and the Atom” are being 
offered to local gas companies for distribu- 
tion to schools, employees, stockholders, 
financial institutions, civic organizations, 
and other interested groups. Single copies 
are available without charge from the Pub- 
lic Information Bureau, American Gas 
Association, 420 Lexington avenue, New 
York 17, New York. Prices for orders in 
quantity are as follows: 2 to 999 copies, 
7 cents each; 1,000—9,999 copies, 6 cents 
each; 10,000 copies or more, 5 cents each. 
All orders are FOB, New York city. 


FEDERAL PoweER COMMISSION ISSUES 


THIRTY-FIFTH ANNUAL Report. The 
thousands of filings by independent pro- 
ducers of natural gas pushed the Federal 
Power Commission’s work load to “rec- 
ord proportions” during the fiscal year 
ended June 30, 1955, the agency has re- 
ported in its thirty-fifth annual report to 
Congress. 

The commission said that the impact of 
the U. S. Supreme Court’s June 7, 1954, 
decision in the Phillips Petroleum Com- 
pany Case was felt at all levels of opera- 
tion during the 1955 fiscal period. As a 
result, the FPC declared, regulation of the 
producers tended to overshadow all other 
activities, even though operations in regu- 
lating other segments of the utility indus- 
tries remained at or near the peak levels 
reached in previous years. By June 30, 
1955, the commission had received a total 
of 10,978 producer rate filings and 6,047 
certificate applications, according to the 
report. 

Copies of the report may be purchased 
from the Federal Power Commission, 
Washington 25, D. C., at 65 cents per copy. 
The order number is FPC A-51. 
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Ebasco Holds Ninth Safety 
Seminar 


— of twenty-three safety, operat- 
ing, and personnel men, representing 
companies from the United States and 
Central and South America, attended the 
ninth Ebasco seminar in public utility 
safety in New York recently. The pro- 
gram was presented by Ebasco Services in 
co-operation with New York University 
Center for Safety Education. The two- 
week seminar was organized to cover in 
detail a complete safety program from in- 
ception to successful operation. Courses in 
effective speech, practical psychology, and 
supervisory training, as well as a problem- 
solving forum were also offered for their 
value in developing the managerial poten- 
tial of the men enrolled in the seminar. 
Courses at New York University were 
taught by Dr. H. J. Stack, Dr. W. A. 
Cutter, Dr. Leon Brody, and D. C. Heath 
of the Center for Safety Education; and 
Dr. Dawson Dean, personnel director of 
American Home Products Company. 
Ebasco instructors included W. T. Rogers, 
J. G. Sealy, and F. S. Cameron of the 
safety department; and G. Blair and E. 
Darrow, Ebasco fire protection engineers. 
Supplementing the lecture and discus- 
sion periods were a series of field trips to 
observe safety programs in operation at 
Long Island Lighting Company and Con- 
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solidated Edison Company; the Army 
safety and driver training program at Gov- 
ernor’s Island ; and a demonstration of fire 
protection equipment at the C-O-Two Fire 
Equipment Company. 

W. T. Rogers, Ebasco safety director 
and general director of the seminar, pre- 
sided at graduation exercises held in the 
Downtown Athletic Club, and the diplo- 
mas were presented to the graduates by 
Dr. Stack, director of the Center for 
Safety Education. 


TVA Report 


HE Tennessee Valley Authority re- 

ported recently that during the calen- 
dar year 1955 it sold approximately 49.4 
billion kilowatt-hours of electricity for 
which it received $207,316,000. The 
Atomic Energy Commission bought 27.2 
billion kilowatt-hours (more than half of 
the total amount sold) for which it paid 
TVA $114,500,000. 

TVA’s financial statements are prepared 
on the basis of a fiscal year ending on June 
30th; calendar year financial data are un- 
official and are based on monthly state- 
ments. 

Estimated net income for the calendar 
year was approximately $59,000,000. 

The total power delivered into the TVA 
system during the calendar year was 54.4 
billion kilowatt-hours. In addition to the 
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49.4 billion kilowatt-hours sold, 1.7 bil- 
lion kilowatt-hours were delivered to the 
Aluminum Company of America under 
the Fontana agreement, 1.2 billion kilo- 
watt-hours were delivered to other power 


Gas Rate Boost Cases 
Reopened 


a hearings on seven cases where 
California companies have been per- 
mitted to raise gas rates to offset higher 
charges by the El Paso Natural Gas Com- 
pany were ordered recently by the state 
public utilities commission. 

The commission said it wanted to see 
whether its decisions in the seven proceed- 
ings, now ordered reopened, should be 
modified because of the February 27th rul- 
ing by the U. S. Supreme Court. These 
decisions hold, in essence, that contract 
rates charged by a company regulated by 
the Federal Power Commission may not 


City’s Utility Tax Upheld 

upGE Charles S. Dougherty of circuit 
J court last month upheld the validity of 
Chicago’s new 5 per cent tax on gross re- 
ceipts of Peoples Gas Light & Coke Com- 
pany. The company said the ruling would 
be appealed to the state supreme court. It 
was planned that the decree which Dou- 
gherty would sign would provide the com- 
pany’s collections under the tax would be 
held by the company in a special fund so 
the money can be returned to consumers 
if the appeal is successful. 


Stronger Utility Law Suggested 
HAIRMAN Warren Buchanan of the 
state public service commission de- 
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companies, and TVA system losses and 
shop uses accounted for 2.1 billion. 

- Gross power revenues for the year were 
approximately $49,000,000 more than for 
calendar 1954. 


California 


be raised without agreement by the con- 
tracting purchaser and FPC approval. 

The California cases involve the Pacific 
Gas and Electric Company, Southern Cali- 
fornia Gas Company, Southern Counties 
Gas Company, and the former Coast 
Counties Gas & Electric Company, which 
is now part of the PG&E system. 

El Paso, which supplied gas to these 
companies, raised its rates in 1953 and 
1955 and the increases later were passed 
along to California distributors with state 
commission permission. The commission 
now says that the “public interest requires 
that the proceedings be reopened for the 
purpose of determining whether the deci- 
sions should be modified.” 


Illinois 


Shortly after the ruling, Illinois Bell 
Telephone Company filed a similar suit in 
circuit court challenging the 2 per cent tax 
levied on the gross receipts of Illinois Bell. 

Commonwealth Edison Company, 
against which a one per cent tax was 
levied, indicated it would file such a suit. 

If the tax were declared invalid—and 
the companies had not challenged the tax 
—the payments received from customers 
of the telephone and electric utilities that 
had already been paid to the city could not 
have been refunded. 


Indiana 


clared recently it was likely that a bill 
would be introduced in the 1957 state leg- 
islature to tighten the state utility regu- 
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latory law and force utilities to limit their 
evidence in court appeals in rate cases to 
that they presented before the commis- 
sion. 

His comment was made as the commis- 
sion, with sharp criticism of the utility’s 
tactics, granted Public Service Company 
of Indiana a 5.35 per cent rate increase 
pending final hearings. Buchanan said the 
award was made to forestall another ap- 
peal to the courts by the utility, which 
serves almost a million customers in some 
70 counties. He contended that the prac- 
tice of running to the courts “strikes a 
blow at the orderly consideration of rates 
by an agency established to protect the 
public.” 

Buchanan said the contemplated new 
legislation would help protect the function 
of the commission as a body designed to 
assure the people of fair rates. 


THE MARCH OF EVENTS 





Following an order of the Hendricks 
circuit court, the state commission on 
March 9th granted a $3,600,000 increase 
in rates but did not specify how the money 
would be obtained. This was to have been 
determined by hearings. Last October the 
commission rejected the company’s re- 
quest for an increase of $4,200,000. The 
company then went into court and asked 
for a $6,000,000 rate increase. Judge 
Hadley found the company entitled to re- 
lief but did not tell the commission how 
much. 

He directed it to write a new order 
within ten days. 

Public Service has been authorized to 
apply the increase to all customers, even 
the Rural Electrification Members Cor- 
poration. 

A total of $3,617,123 in new revenue 
was estimated by the commission. 


Maryland 


Suit Challenges Antistrike Law 


b | dap of Maryland’s new public 
utility antistrike law was challenged 
in a suit filed in federal district court last 
month by the Baltimore Transit Company. 

The law, which was used to end a 39- 
day tie-up of buses and streetcars in Balti- 
more, provides for state seizure of utili- 
ties to halt or prevent disruption of serv- 
ice because of labor-management disputes 
and calls for compulsory arbitration of 
such disputes where other settlement ef- 
forts fail. 


It was when Governor McKeldin or- 
dered compulsory arbitration of the dis- 
pute that the transit company filed its suit, 
claiming, among other things, that the law 
conflicts with the Taft-Hartley Act. 

The company asked a temporary injunc- 
tion restraining the state from enforcing 
the law, a permanent injunction, and a 
judgment declaring the law “invalid and 
unenforceable, as repugnant to the Con- 
stitution of the United States, and in con- 
flict with the provisions of the said Na- 
tional Labor Relations Act.” Hearings 
were scheduled for early April. 


Mississipp1 


Utility Measure Clears 
Legislature 


UTILITY regulatory bill, backed by 
Governor Coleman, cleared the final 
hurdle in the state legislature recently 








when the house and senate agreed to minor 
adjustments worked out by a conference 
committee. The measure brings electric 
power and natural gas companies under 
rate regulation by the state public service 
commission for the first time. 
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Nebraska 


Court Upholds Right to 
Generate Power 

keene state supreme court recently ruled 

that Consumers Public Power District 
has authority to build generating plants. 
The decision was reported to climax a 3- 
year struggle over Consumers’ right to get 
into the power-generating business. In its 
ruling, the high court reversed a decision 
of the Platte county district court denying 
Consumers that right. 

At the same time, the state supreme 
court left in effect present contracts giv- 
ing Consumers and other power retailers 
much control over the operations of the 
Nebraska Public Power System. 

In a decision written by Chief Justice 
Robert Simmons, the supreme court ruled 
that a 1946 contract requiring Consumers 
to buy substantially all of its electric pow- 


er from NPPS “‘is contrary to public pol- 
icy and hence illegal and void.” 

If the contract were valid and NPPS 
were to build a power plant to supply Con- 
sumers’ customers the costs in interest 
rates would be “several million dollars 
above that which the production of power 
will cost Consumers and ultimately its cus- 
tomers,” the court held. 

The power squabble arose when Con- 
sumers refused in 1953 to support NPPS 
plans to build a power-generating plant in 
southeastern Nebraska. Consumers con- 
tended that it had a better credit rating 
than NPPS and could build the plant 
cheaper. NPPS argued, and the trial court 
decided, that Consumers’ contracts with 
NPPS required Consumers to buy all its 
power from NPPS and prohibited Con- 
sumers from building a plant. 


Rhode Island 


State Atomic Plant Study 
Proposed 
“HE Rhode Island Atomic Energy 
Commission would be requested to 
give priority to investigate the possibility 
of a state-owned and state-operated atomic 


energy plant under a resolution presented 
last month in the state general assembly. 

This should be done, the measure said, 
so that if this is advisable, the state will 
have the necessary data and plans to put 
into effect reduced cost and added service. 


Texas 


Court Sets Broad Natural Gas 
Rate-making Standards 


HE state supreme court last month 

laid down broad standards for decid- 
ing natural gas utility rates in reversing 
an Austin district court’s decision in a dis- 
pute between Houston Natural Gas Cor- 
poration and the city of Alvin. 

The court said rate makers should con- 
sider reasonable operating expenses, pres- 
ent fair value of property used and the 
company’s public service, and a “‘reasona- 
ble net rate of return.” 
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The district court had issued a perma- 
nent injunction against enforcement of 
rates prescribed by the state railroad com- 
mission, after the company and Alvin city 
officials were unable to agree upon a rate. 
The case then went back for a new trial. 

The company said that replacement 
value should be considered in fixing rates. 
It estimated its property at Alvin to be 
worth $250,000 in 1954. The city said 
$41,956 was a fair rate basis and the state 
commission set the figure at $154,288. 

Associate Justice Wilson’s opinion held 
that the case needed further development. 
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Trends and Topics 
Managerial Efficiency and Rate Making 


UNDAMENTAL to the rate-making process in this country is the principle 

that a reasonable return must be allowed upon the value of property dedi- 
cated to the public use. This principle, founded upon constitutional mandate, 
has been firmly established by well more than a half-century of decisions ana 
statutes. The compensation, then, that a public utility may claim, after pro- 
viding for operating expenses, taxes, depreciation, and other proper deduc- 
tions from revenues, is based upon the size of its investment. 

Some writers have questioned the economic wisdom of this property-value 
basis of rate making on the ground that it fails to account for the additional 
value of good management. Our economic order, they point out, is built upon 
the idea of reward in profits for production, commensurate with the degree 
of efficiency exercised. Where, they ask, is the profit incentive to be found in 
a protected system of utility regulation which allows no greater reward to 
the efficient than to the inefficient operator, and which encourages wasteful 
and improvident administration by means of a guaranteed return? In this state 
of things, can the utilities compete with other industries for the best managerial 
talent? 


Reward Commensurate with Ability 


While perhaps some element of truth can be found in this argument, never- 
theless a perusal of the decisions handed down through the years indicates 
that regulatory authorities have been sensible of the need for keeping able 
management in the utility field. Aside from giving verbal encouragement to 
efficiency, the commissions have repeatedly asserted a policy of rewarding 
exceptional managerial ability by allowing a higher than ordinary rate of 
return. 

The Illinois commission said, for example, in an early case (PUR1918D 
121), “. . . financial rewards in public utility enterprises should be commen- 
surate with the ability displayed in their management . . .” And the Virginia 
commission (PUR1920D 305) pressed the point a bit further saying: “There 
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is just as much reason why operators of public utilities should be compensated 
for good business judgment and achievement as private businessmen, and, 
indeed, to proceed on any other basis would be to encourage incompetence 
and slovenliness in the operation of public service corporations, which would 
inevitably reflect itself in inadequate service to the public.” 

Similarly, the Wisconsin commission (70 PUR NS 5) has recognized that 
a reasonable share of the savings resulting from economy and efficiency of 
operation should inure to the utility. That share, it was said, must be sufficient 
to constitute an incentive to continued savings. 


No Guaranteed Return 


On the other hand, many commissions have allowed a lower rate of return 
where it appeared that the management was inefficient and wasteful. The 
Maine commission (74 PUR NS 23) declared that a utility must be efficiently 
and economically operated as a condition to the exercise of its right to impose 
rates that will yield an adequate return. Upon the popular idea, too often 
expressed, that public utilities are guaranteed a certain rate of return without 
regard to operational efficiency, the North Carolina commission (97 PUR NS 
245) recently voiced the general attitude of regulatory authorities. It said: 
“The commission fixes a rate which it believes will give the utility under con- 
sideration an opportunity to earn a fair rate of return, but there is absolutely 
no guaranty that the utility will be able to make the rate of return fixed by 
the commission.” (This point is discussed in the recently published book “Rate 
of Return,’ by Ellsworth Nichols, p. 38.) 

The Missouri commission (32 PUR NS 29) said, in effect, that a telephone 
company which by reason of ill management failed to provide adequate service 
was not devoting its property to the public use “in conformity with the spirit 
of the law governing such matters.” This being true, it was not entitled to a 
return on the value of its property used in furnishing the service, and the com- 
mission threatened a reduction in rates. (A study of the obligation to render 
adequate service was presented in the November 24, 1955, issue of the Fort- 
NIGHTLY, p. 903.) 





Prudent Investment 


Besides considering managerial performance in fixing the rate of return— 
and thereby ultimately in the establishment of rates—the commissions have 
also taken efficiency into account, by a kind of negative process, in fixing the 
rate base. That is, they have determined that imprudent investments cannot 
be allowed for rate-making purposes. 

An expenditure, said the Idaho commission (PUR1924A 197), to be ad- 
mitted to the earning base must have been reasonable and prudent at the time, 
and must have resulted in a real addition to the service plant. Pursuing the 
matter further, the New Hampshire supreme court (78 PUR NS 67) stated 
that the measure of a prudent outlay may be determined by a commission in 
fixing the rate base if evidence discloses inefficiency or improvidence. Even 
though good faith of management is exercised, a finding of improvidence is 
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not for that reason foreclosed but might warrant denial of a return upon in- 
vestment found to be imprudent. If new construction should have been under- 
taken upon a smaller scale or was unjustifiably postponed to an unpropitious 
time, the rate base and the return may properly reflect the results of such 
improvidence. 

While the regulatory authorities endeavor to avoid discouraging the initia- 
tive of utility operators by being unduly strict in excluding from the rate base 
investments made in good faith and in reasonable anticipation of future needs, 
they are nevertheless determined that consumers shall not be required to pay 
high rates in order to provide a return upon properties which have been im- 
providently constructed or acquired. Recognizing, however, a prudent limit 
upon the disallowance of imprudent investments, the New York commission 
held that the cost of an improvement that was actually used in the public service 
could not be withdrawn from the valuation of a utility merely because it became 
apparent, years later, that the expenditure was in fact unwise. 


Costs of Operating Inefficiency 


Managerial performance has been further considered by the commissions 
in a similar negative fashion in the disallowance of unnecessary costs resulting 
from imprudent policies. Moreover, improvident omissions by management to 
improve or expand service when reasonably required, or to reduce unnecessary 
expenses, have been found sufficient to warrant denial of a rate increase though 
the rate of return was manifestly low. Where costs are disallowed, however, 
“convincing proof,” in the language of one commission, must therefore be 
produced. 

Disclaiming any power to direct the actual operations of a public utility, 
the Alabama commission (PUR1930E 97) asserted that it did have authority 
to order rates that would be adequate under economical operating methods, 
whether or not the utility chose to follow such methods. In a case before the 
Michigan commission (PUR1920F 970), somewhat harsh though it might 
seem, a gas company’s rate for gas was fixed at 10 cents per thousand cubic 
feet below the cost of manufacture where it appeared that the plant had not 
been economically operated and proper management had not been exercised. 
The Massachusetts commission (100 PUR NS 51) denied a rate increase to a 
telephone company which failed to take advantage of an available loan to mod- 
ernize and extend its plant and thereby earn an adequate return under existing 
telephone rates. 

But the Illinois supreme court (61 PUR NS 15), in overturning a com- 
mission order denying a rate increase to a transit company, described a point 
beyond which this process of penalizing inefficiency—or protecting the rate- 
payer—may not be pursued. That the financial plight of the company could 
be traced to mismanagement was held not to be material to an inquiry as to 
whether the operating expenses of the company exceeded its operating income 
for the purpose of determining a question of confiscatory rates. ‘Public utility 
rates,” said the court, “which do not produce income sufficient to meet operating 
expenses are confiscatory” and present a case for judicial intervention. 
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Standard of Managerial Performance 


Thus, applying both the affirmative and the negative process to the many 
and diverse factual situations which have been presented for decision through 
the years, the regulatory bodies have evolved a fairly workable standard of 
managerial performance for the operation of public utilities. While that stand- 
ard is appreciably high, yet it is not unduly demanding. In this regard it was 
observed some years ago (PUR1922A 1) that if utilities are ever placed on 
a basis where their return is limited to a fair return under the most skillful 
management and made subject to further deductions by way of penalization 
“to the uttermost farthing” for every error in judgment, public utility invest- 
ments will necessarily become so singularly unattractive that further develop- 
ment and expansion in the field will become impossible. 





Review of Current Cases 


Cost of Service Adopted as Basis for Wholesale 
Power Charges 


Yeon wholesale rate charged by the 
Florida Power Corporation for power 
supplied to its subsidiary, Georgia Power 
& Light Company, was recently attacked 
by the Georgia commission in a complaint 
filed with the Federal Power Commission. 
The state commission maintained that the 
rate was so unreasonably high that the re- 
sulting retail rates of the Georgia com- 
pany had “effectively retarded the social 
and economic development” of an impor- 
tant section of the state. 

The rate complained of required the 
Georgia Company to pay a monthly de- 
mand charge of $1.50 per kilowatt of bill- 
ing demand and an energy charge of 5 mills 
per kilowatt-hour, subject to a fuel ad- 
justment clause. This produced an average 
charge of 1.095 cents per kilowatt-hour 
during 1954. In connection with a power- 
pooling arrangement under the existing 
rate, Florida Power was required to pay 
substantial sums annually for transmis- 
sion services rendered by the subsidiary 
and for rental of the Georgia Company’s 
production plant. 

The state commission asserted that the 
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Georgia subsidiary could have purchased 
power cheaper from Georgia Power Com- 
pany under its industrial use rate or under 
its rate to municipalities and REA co- 
operatives. It was claimed that lack of 
arm’s-length bargaining had resulted in 
higher rates to the customers of Georgia 
Power & Light than to the customers of 
Georgia Power Company in adjacent areas 
of the state. 

The parent company and the subsidiary 
denied these contentions. They showed 
that the alleged average charge to Georgia 
Power & Light in 1954 would be reduced 
to .975 cents per kilowatt-hour if the re- 
lated payments by Florida Power were 
properly considered in the calculation. 
They further indicated that the rates of 
Georgia Power Company were not ap- 
plicable to the load required by Georgia 
Power & Light and were therefore not 
valid for comparison purposes. Nor could 
Georgia Power Company supply the full 
requirements of the distributing com- 
pany, it was asserted. 

After studies and investigations by the 
parties in co-operation with the staff of the 


pa TSR Nara pee gee errs 


{Sara Ty 





AVSIM ne ee 






Caer amugnee ter 



























Federal Power Commission, the staff con- 
cluded that Florida Power’s rate was not 
only not too high but was actually less 
than the cost of service (comprising in 
addition to all operating expenses, includ- 
ing taxes and depreciation, a fair return 
on a prudent investment base, including 
required working capital). It found that 
the related payments to Georgia Power 
& Light were excessive because made 
for transmission services no longer actual- 
ly rendered and for other purposes no 
longer justified. The staff also determined 
that certain contract provisions preventing 
the Georgia subsidiary from receiving the 
full benefit of low-cost power purchased 
from other sources in Georgia, and pro- 
visions precluding an increase in such pur- 
chases, should be eliminated. 

Florida Power, in order to settle the 
questions raised, as well as its own claim 
for a higher charge, without a hearing or 
further proceedings, offered to file a new 
rate not in excess of the staff’s determina- 
tion of cost of service. The other points 
decided by the staff, however, pertaining 
to the excessive related payments and the 
objectionable contract provisions, were to 
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be incorporated into the new rate. The 
charge that would thus become applicable 
consisted of a demand charge of $2.29 per 
kilowatt per month of billing demand, and 
an energy charge of 5 mills per kilowatt- 
hour, subject to a fuel adjustment. The 
end effect of the proposed new rate was to 
raise somewhat the average charge per 
kilowatt-hour for power sold to Georgia 
Power & Light. 


Cost-of-service Factor 


The Federal Power Commission ap- 
proved the staff’s adherence to the use of 
cost of service as a criterion of the reason- 
ableness of the charges for power and en- 
ergy. It also agreed that the charges in- 
volved in the power-pooling arrangement, 
which was no longer actually effective, 
should be changed. Therefore, in view of 
the rate change agreed upon by Florida 
Power, the commission dismissed the 
Georgia commission’s complaint and ter- 
minated the proceedings without institut- 
ing any formal rate investigation. Georgia 
Pub. Service Commission v. Florida 
Power Corp. Opinion No. 290, Docket 
No. E-6628, February 27, 1956. 


Sale to Telephone Co-operative Denied and Bell 
System Company Authorized to Step in 


7. Illinois commission refused to ap- 
prove a sales contract between a small 
telephone company and a co-operative, 
which provided for the sale of franchise 
and facilities. The commission found a 
substantial number of persons in the com- 
munity wanted and would pay for tele- 
phone service but had been unable to ob- 
tain it. Present service was grossly in- 
adequate and the physical condition of the 
plant very poor. 

The co-operative expressed a desire to 
modernize and improve the facilities, pro- 
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vided an REA loan could be obtained. Ap- 
plication for the loan had not yet been 
made, nor was there any assurance that it 
would be granted. The co-operative stat- 
ed that if the loan should be refused, the 
plant would continue to be operated in its 
present condition. 

Illinois Bell Telephone Company had 
made several offers to purchase the fa- 
cilities, which offers had been refused. A 
survey conducted by Illinois in the area in- 
dicated that its service would be acceptable 
to the residents. 
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Since approval of the REA loan was in- 
dispensable to the co-operative’s rehabili- 
tation program, and since Illinois was 
ready, willing, and able to provide ade- 
quate service in the area, and was not sub- 
ject to potential delays and difficulties, the 
commission disapproved the contract and 
authorized Illinois to purchase the prop- 


erties and apply for a certificate to serve 
the area. 

The present telephone company’s certifi- 
cate was revoked, effective as soon as it 
had sold its property to Bell or Bell’s new 
plant had been constructed and placed in 
service. Re Payson Farmers Teleph. Co. 
42233, May 4, 1955. 


Saving of Franchise Ruled Inadequate Reason 
To Speed FPC Decision 


seeing requests by two gas com- 
panies for immediate final decisions 
upon applications filed under § 7 (a) of 
the Natural Gas Act, the Federal Power 
Commission indicated that sufficient rea- 
son for the requests was not shown. It ap- 
peared that unless an immediate decision 
relative to the gas supply of the companies 
were forthcoming, their local franchises 
would expire and the service in their ter- 
ritories would be taken over by municipal 
authorities. The FPC observed that the 
question whether the local distribution of 
natural gas is to be granted to a public util- 


ity company or to a municipality is a mat- 
ter for local determination and would not 
be considered by the commission in the de- 
termination of § 7 (a) applications. The 
requests in this instance asked, in effect, 
for a severance of individual dockets and 
an omission of intermediate decision pro- 
cedure. Aside from the consequences of 
the late filing of the requests, the commis- 
sion indicated, adequate reason was not 
shown for the special consideration 
sought. Re Panhandle Eastern Pipe Line 
Co. et al. Docket Nos. G-1705 et al. Feb- 
ruary 2, 1956. 


Telephone Company Borrows Funds from REA 
And Increases Rates 


apse telephone company was author- 

ized by the Louisiana commission to 
borrow funds from the Rural Electrifica- 
tion Administration to be used to improve 
and extend service in its operating area, 
including conversion to dial operation. 
Authority to increase rates as soon as the 
service improvements have been complet- 
ed was also granted. 

The commission found that improved 
and expanded service in the area was nec- 
essary and desirable. Inasmuch as funds 
for plant expansion by small independent 
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telephone companies are offered at a low 
rate of interest by the REA, it was deemed 
reasonable and appropriate that authority 
to borrow such funds for plant expansion, 
where feasible, should be granted. 


Cost of Capital 


The fact that utility rates must be suf- 
ficient to pay operating expenses, includ- 
ing an adequate provision for deprecia- 
tion, and to provide a reasonable return on 
the company’s investment, was recognized 
by the commission. The commission said, 
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with respect to the amortization of the cost 
of the improvements, that if the company 
meant thereby that it was entitled to rates 
that would provide a reasonable return on 
the investment plus amortization of the 
debt, it was not in agreement. Such a pro- 
cedure, it said, would require ratepayers to 
share in the capital cost without partici- 
pating in the earnings and would violate 


the fundamental concepts of regulation. 

Over 80 per cent of the subscribers de- 
sired the proposed improvements and had 
expressed their willingness to pay higher 
rates for improved service. This fact was 
given careful consideration by the com- 
mission. Ex parte Plain Dealing Teleph. 
Co., Inc. No. 6735, Order No. 6840, Oc- 
tober 3, 1955. 


Accounting Method Prescribed for Accelerated 
Depreciation and Amortization 


separate opinions upon applications 
by an electric company, the Maine com- 
mission prescribed accounting procedures 
for the federal income tax effects of ac- 
celerated depreciation and accelerated 
amortization of emergency facilities under 
8§ 167 and 168, respectively, of the In- 
ternal Revenue Code of 1954. 

The commission observed that by in- 
creasing depreciation deductions (thereby 
reducing taxable income and the tax there- 
on) during the early years of property 
life and decreasing deductions (thereby 
increasing taxable income and the tax 
thereon) during the later years, the effect 
of accelerated depreciation and amortiza- 
tion is simply to defer the payment of 
federal income taxes. This is true, it was 
pointed out, because the aggregate tax 
payable over the life of the property affect- 
ed is the same whether an accelerated 
or straight-line procedure is applied. 


Discriminating Expense Treatment 


But to treat accelerated deductions as 
a part of normal expenses, said the com- 
mission, would result in higher customer 
charges during the early years of service 
life and lower charges later, which would 
be discriminatory as against present cus- 
tomers. Conversely, a reduction of ex- 
penses in the early years by crediting tax 


deferments to that account would be off- 
set by higher income tax expenses during 
service years, an unjust discrimination 
against future customers. The company 
was therefore required to continue to pro- 
vide on its books for depreciation of prop- 
erty in the normal manner without change 
by reason of adopting accelerated depre- 
ciation or amortization for federal income 
tax purposes. It was further required to 
report annually with respect to its de- 
ferred tax reserve. 


Accounting Entries 


For the early years of service life when 
depreciation deductions for federal income 
tax purposes will be greater than under 
the straight-line method, the company was 
directed to charge to “Provision for De- 
ferred Federal Income Taxes” and credit 
to “Reserve for Deferred Federal Income 
Taxes,” the amount of the resulting tax 
reduction. For the later years when de- 
ductions will be less than normal, the com- 
mission prescribed that the amount of the 
resulting tax increase be charged to the de- 
ferred tax reserve account and credited to 
“Federal Income Taxes Deferred in Prior 
Years.” Re Maine Public Service Co. U. 
No. 2220, January 26, 1956; Re Maine 
Public Service Co. U. No. 2221, January 
26, 1956. 
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Electric Company Service in Co-operatives’ 
Territory Upheld 


n order of the Utah commission au- 
thorizing an electric company to ex- 
tend its lines into the territory of several 
electric co-operatives was upheld by the 
Utah supreme court. 

In the proceeding before the commis- 
sion, the co-operatives did not offer evi- 
dence as interested persons on the ques- 
tion of public convenience and necessity 
but sought, as public utilities, to protest 
the company’s application on the ground 
that they were then serving the territory 
in question and were able and willing to 
meet all foreseeable demands for electric 
service. 

The court, however, affirming the com- 
mission’s view, ruled that the co-operatives 
were not public utilities and had no stand- 
ing, as such, to protest the application. 
Consequently, upon finding a need for elec- 
tric service in the territory, the commis- 
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sion had authority to allow the company 
to enter the area and provide service, not- 
withstanding the claims of the co-opera- 
tives to prior rights. 

The co-operatives, it was noted, were 
nonprofit organizations serving only their 
own members. They attempted to show, 
nevertheless, that they served the public 
generally and were therefore public utili- 
ties, pointing to an agreement with the 
Rural Electrification Administration 
which provided that they should serve all 
persons who might apply and who met the 
requirements for service. But in order to 
qualify for service, an applicant must be- 
come a member. Since the co-operatives 
could not legally be required to serve the 
public generally, said the court, they were 
not public utilities. San Miguel Power As- 
sociation et al. v. Utah Pub. Service Com- 
mission et al. 292 P2d 511. 


Philadelphia Utilities Reimbursed for Relocation Costs 


; ewe Pennsylvania commission recently 
ordered the highway department to 
reimburse electric, gas, and telephone com- 
panies in Philadelphia 60 per cent of re- 
location costs involved in the new de- 
pressed highway which connects the 
Schuylkill expressway with the Delaware 
river expressway. The financing for this 
highway is part state and part federal. 
The project is not a municipal relocation, 
but one directed through the city for state 
and national highway use. 

Typical of the arguments advanced by 
the utilities were the contentions of the 
Philadelphia Electric Company. The com- 
pany admitted that it had no vested right 
in the bed of the city streets and that the 
highway department had no legal right to 
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reimburse the utility for the cost of re- 
location. 

The company claimed that the prob- 
lem involved was not one of law but of 
equity and of public policy with the com- 
mission as the sole arbiter. 

The company stated that its contract 
with the city of Philadelphia required that 
it relocate, at its own expense, if reloca- 
tion became necessary for the laying of 
water or gas pipes, sewers, or any other 
municipal works. The instant improve- 
ment, said the company, is not a munici- 
pal improvement in that sense. It would 
not be equitable to impose the cost of the 
utility facility relocation upon ratepayers 
who were also taxpayers paying for the 
highway improvement. 
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Burden of Cost 


The commission agreed with the com- 
pany. To require the service utilities to 
bear the entire cost of the relocation of 
their facilities needed to serve the public 
under legal and franchise obligations, said 
the commission, would be tantamount to 
finding that local ratepayers should bear 
a burden that substantially attaches to 
through or nonlocal traffic. This would be 
so because any costs imposed upon the 
utility are recognized as capital expendi- 
tures and, accordingly, require allowances 
for amortization and fair return. Simple 
justice demanded that the local ratepayers 
should not be saddled, especially by indi- 
rection, with all of the costs of any major 


construction program that obviously was 
quantitatively in excess of the ratepayers’ 
local requirements. The commission felt 
that the utilities were entitled to partial 
reimbursement for their relocation costs. 

The highway department was directed, 
when certified by the commission, to re- 
imburse 60 per cent of the actual cost in- 
curred by the utilities in furnishing ma- 
terial and in doing work within the limits 
of the improvement. The salvage value of 
material recovered or temporarily used in 
accordance with the order was to be de- 
ducted from the actual cost of the work. 
Re Pennsylvania Dept. of Highways, Ap- 
plication Docket No. 81282, December 12, 
1955. 


Seasonal Customers Bear Brunt of Electric Rate Increase 


HE Massachusetts commission, after 

it had granted an electric company a 
rate increase necessitated primarily by the 
high demands of seasonal customers, as 
well as extraordinarily heavy maintenance 
charges due to severe storms, determined 
that the seasonal customers should bear 
the brunt of the increase. 

Over 37.5 per cent of the company’s 
gross revenues in the test year were real- 
ized from seasonal rates. The increased 
peak demands for summer months and the 
increased carrying costs on the plant re- 
quired to meet such demands, made the 
allocation of the major portion of the in- 
crease to the seasonal customers eminently 
fair in the eyes of the commission, since 
these customers were responsible for the 
distorted and expensive operation of the 
company. 

In order to meet the requirements of 
all its customers, the company was obliged 
to maintain its plant and property through- 
out the year, although a large part of it 
was nonproductive during a substantial 


part of the period. Charges like taxes, in- 
terest, depreciation, and the return on that 
part of the investment required to serve 
seasonal customers were assessed, paid for, 
or set aside by the company on a yearly 
basis and not upon the time the customer 
used electricity. 


Allocation of Tax Benefits from 
Consolidated Return 


The company, since it was a subsidiary, 
had had its income included in the con- 
solidated federal income tax return of the 
parent. The resultant consolidated return 
credit had been used to reduce the indi- 
cated federal income tax. This credit 
stemmed principally from interest charges 
on debt securities of the parent. The ag- 
gregate consolidated return credit was so 
distributed that the tax reduction to the 
subsidiary corresponded to that which 
would have been experienced by the sub- 
sidiary were its debt ratio the same as the 
consolidated debt ratio of the parent and 
subsidiaries. 
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This method was claimed by the com- 
pany to give equitable results since changes 
in earnings in a given company, whether 
due to normal factors or extraordinary 
and nonrecurring expenditures such as 
those due to severe storms, affected only 
the income taxes attributable to that com- 
pany. The commission concurred, saying 
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that the method was an improvement over 
the previous apportionment, under which 
hurricane losses of electric companies 
might result in tax benefits to gas compa- 
nies when the parent company owned both 
gas and electric properties. Re Cape & 
Vineyard Electric Co. DPU 11548, Feb- 
ruary 20, 1956. 


Normalizing of Tax Effects of Accelerated Depreciation 
Rejected in Water Rate Case 


Hes operated for more than thirty 
years without a rate increase, the 
Citizens Water Company of Washington, 
Pennsylvania, applied to the state commis- 
sion for authority to increase metered 
rates by approximately 68 per cent and a 
smaller increase for fire protection rates. 
After adjusting proposed property values 
and operating expenses, the commission 
granted a somewhat smaller increase cal- 
culated to produce a rate of return of 5.70 
per cent on a fair value rate base. 


Fair Value of Properties 


In determining the fair value of the 
company’s properties, the commission was 
required to consider, among other things, 
original cost and reproduction cost, the 
latter at the fair average price of materials, 
property, and labor. With respect to the 
company’s land, nearly all of which was 
watershed land, the commission adopted 
original cost as the fair value. Appraisals 
submitted by the company, however, indi- 
cated an aggregate value of nearly three 
and a half times original cost, while parties 
opposing the rate increase valued the land 
at less than original cost. The company 
pointed to current values of abutting lands. 

The commission expressed the opinion, 
however, that current market values of 
abutting lands which have been laid out 
and improved for building development 
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are not criteria for establishing, for rate- 
making purposes, the value of land used 
by a water company in the public service. 
The fact, said the commission, that adja- 
cent land brings a high price is no proof 
that large utility holdings could be sold 
on a wholesale basis at a similar price. 

It is noteworthy that one commissioner 
vigorously dissented from the majority 
opinion as to fair value of land, asserting 
that a fair value finding demanded con- 
sideration of reproduction cost which was 
amply shown in this case by appraisal evi- 
dence. This commissioner set a substan- 
tially higher value upon the company’s 
land than original cost. 

Giving due consideration to an original 
cost valuation of nearly $5,000,000 placed 
upon the company’s entire properties used 
and useful, together with several repro- 
duction cost figures ranging roughly be- 
tween $8,000,000 and $9,000,000, the com- 
mission fixed a fair value rate base at 


$6,750,000. 


Accelerated Depreciation and Taxes 


tk company sought to normalize the 
federal income tax effects of ac- 
celerated depreciation which it elected to 
take under the Internal Revenue Code of 
1954. The commission, however, declined 
to allow normalization of tax savings but 
allowed income taxes on the basis of ac- 
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tual taxes paid. The tax effect of acceler- 
ated depreciation, said the commission, 
should receive the same treatment for rate- 
making as for accounting purposes. 

Comparing accelerated depreciation of 
property having a relatively long life with 
accelerated (5-year) amortization of 
emergency facilities, the commission ex- 
pressed the opinion that they were not the 
same either in principle or in practical ef- 
fect. Five-year amortization, it was noted, 
results in a tax saving for a 5-year period 
but is subsequently offset by higher tax 
payments. Accelerated depreciation, on the 
other hand, affords tax savings for an in- 
definitely long period which may be in 
perpetuity, depending upon future addi- 
tion of plant. 

Since the company was an operating 
subsidiary, a question arose as to the treat- 
ment of tax savings resulting from the use 
of consolidated tax returns. The consoli- 
dated savings to this company amounted 
to about 15 per cent. Consistent with its 
ruling upon the tax savings effected by the 
use of accelerated depreciation, the com- 
mission allowed income taxes on the basis 
of the portion of the consolidated tax ac- 
tually paid. 


Cost of Capital and Fair Return 


The company asked a rate of return 
within the range of 6 to 6.25 per cent 
based on an alleged cost of capital rang- 
ing between 5.6 and 6.5 per cent. It was 
claimed that the cost of money to the par- 
ent company had no significance in deter- 
mining the cost of money or in fixing the 
rate of return for the operating subsidiary. 
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Disagreeing, the commission said it was 
unrealistic in evaluating utility holding 
company systems to treat an operating 
subsidiary as an independent. 

It appeared that the operating com- 
pany’s capital structure during recent years 
approximated 60 per cent debt, 15 per cent 
preferred, and 25 per cent common stock. 
The commission considered this structure 
representative and reasonable for deter- 
mining the company’s cost of capital. 
Analyzing the cost of debt capital and pre- 
ferred and common equity capital on the 
basis of the representative structure, the 
commission found that the composite cost 
of capital to the operating company was 
5.5 per cent. The holding company sys- 
tem, however, operated under a structure 
abnormally high in debt, resulting in a 
high cost of capital. 

In determining a fair rate of return, 
the commission stated that it has followed 
a procedure of finding a cost of capital 
“that bears an observable direct relation 
to the objective statistical evidence of 
typical past capital costs applicable to the 
risks involved” in the operations of an ap- 
plicant company as well as other com- 
parable companies. Then a separate spe- 
cific judgment allowance in fair rate of re- 
turn must be made for those other factors 
which are not readily susceptible of statis- 
tical proof. Applying this procedure, the 
commission established a rate of return of 
5.70 per cent in this case and ordered rates 
accordingly. Pennsylvania Pub. Utility 
Commission et al. v. Citizens Water Co. 
of Washington, Pa. Complaint Docket 
Nos. 16348, 16274, 16289, December 12, 
19355. 


Transit Company “Experimental” Tariff Approved 


_ company sought approval of 
a revised tariff schedule before the 





Missouri commission, claiming that its 
earnings were, and had been for some 
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time, so low that it was unable to absorb 
increased labor costs from current earn- 
ings and that additional revenue had to be 
obtained. 

The company proposed raising the ad- 
ditional revenue by instituting a 2-cent 
transfer charge throughout the system, 
limited to one transfer irrespective of the 
number of lines used during a particular 
trip. 

It proposed a traffic center in which 
no fares would be collected. The passen- 
gers boarding the vehicles in the traffic 
center would pay their fares when they 
alighted from the vehicle outside the cen- 
ter. A reduced fare zone in which inter- 
zone fares would be 10 cents, plus the pro- 
posed transfer charge, was also proposed. 

The company showed.that its return for 
a six months’ test period from intrastate 
operations on its depreciated original cost 
rate base, excluding nonpassenger reve- 
nues, was 5.133 per cent. If nonpassenger 
revenues were included, the return for 
that period would be 5.801 per cent. If the 
present fare structure were continued and 
the new labor costs applied, the company 
would earn a return of 0.66 per cent, non- 
passenger revenues being excluded, and 
2.21 per cent if nonpassenger revenues 
were included. 


Proposed Fares 


The company estimated that the pro- 
posed fare structure would produce a re- 
turn from intrastate operations of 2.04 per 
cent, and with nonpassenger revenues in- 
cluded, the prospective return would ap- 
proximate 3.56 per cent. 

The commission found that the pro- 
posed schedule was reasonable and should 
be approved. The company, the commis- 
sion said, was faced with a substantial in- 
crease in operating expenses because of 
the additional wage costs. Its earnings 
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position was not adequate to permit it to 
absorb the additional costs out of current 
earnings. The return for 1955, which the 
commission did not consider excessive, 
would decline during 1956 even though 
the proposed fare schedule was approved. 


Reduced Fare Zone 


The commission also commented that 
the reduced fare zone in the downtown 
area was worthy of trial, in that it might 
produce additional net revenue because of 
the added incentive to automobile riders 
to leave their cars at the fringe of the re- 
duced fare zone and ride buses to the 
downtown area. The purpose of the down- 
town traffic center was to speed the 
movement of the buses from the area dur- 
ing rush hours. The commission felt that 
it would result in little, if any, loss of 
revenue to the company and would enable 
the company’s vehicles to leave the down- 
town area more quickly to the benefit, not 
only of the company, but also of the pub- 
lic generally. 

Although the commission, in prior cases, 
had expressed some disapproval of a trans- 
fer charge, it now appeared that under the 
circumstances in which the company found 
itself such charge was the best solution 
for the problem at hand. A study of the 
riding habits of the city’s residents indi- 
cated that the transfer rider on the average 
used the vehicle for a greater distance than 
did the one-line rider. 

The commission regarded the approved 
tariff as an experiment. If subsequent ex- 
perience should show, said the commis- 
sion, that changes or modifications were 
required or that, in its operation, it was 
working to the prejudice or undue advan- 
tage to certain segments of the commu- 
nity or to certain groups or classes of pa- 
trons, necessary adjustments would be 
made. Re Kansas City Pub. Service Co. 
Case No. 13151, February 3, 1956. 
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I* authorizing a rate increase for a sew- 
erage company serving Atlantic City, 
the New Jersey commission allowed a rate 
of return of 6 per cent on an original cost 
rate base. 

Rising operating costs and increased 
federal income taxes since the last rate 
change in 1941 were cited by the com- 
pany as factors necessitating higher rates. 

A sufficient increase was sought not only 
to provide a reasonable return on plant in 
use but also to cover a substantial addition 
to plant then under construction. While 
the commission authorized an immediate 
increase based on the value of plant in use, 
it refused to allow a return on the value 
of the construction project until such time 
as the work should be fully completed and 
put in operation. 


Cost of Capital 


In support of its claim to a return of 
63 to 6} per cent, the company presented 
evidence as to the cost of capital. The cost 
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Six Per Cent Return Allowed on Sewerage Plant in Use 
But Denied As to Incomplete Construction 


e 


of debt and equity capital as shown by the 
company was substantially in agreement 
with the figures offered by the Atlantic 
City Hotelmen’s Association, which pro- 
tested the rate increase. They differed 
markedly, however, as to an acceptable 
ratio of debt and equity upon which to 
calculate the over-all cost of capital. The 
company claimed 50 per cent debt, and 
the association 65 per cent. With the lat- 
ter figure, it was maintained, interest 
would be earned 2.3 times, which was as- 
serted to be adequate. Under a 65 per cent 
debt capitalization, the association pro- 
posed a rate of return of 5.65 to 5.75 per 
cent. 

The commission pursued the analysis 
no further but, giving consideration to the 
factors of growth, capitalization, size, and 
method of operations, as well as the record 
as a whole, concluded that a rate of return 
of 6 per cent would be fair and reason- 
able. Re Atlantic City Sewerage Co. 
Docket No. 8809, February 16, 1956. 


Accelerated Rural Construction Program Desirable 
But Not Factor in Rate Increase 


HE Michigan commission, in author- 
izing a telephone company to increase 

its rates so as to produce a return of 7.35 
per cent, commented on the relationship 
of the company’s proposed accelerated 
rural construction program to the amoun® 
of additional revenues actually granted. 
The commission found the  pro- 


posed construction program a desirable 
one. It would meet the presently foresee- 
able service demands of the areas involved, 
and would make possible service in areas 
not presently served by any telephone com- 
pany. However, the commission denied any 
increase in rates on account of the pro- 
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posed accelerated rural program. Evidence 
of its effect on the company’s operations 
was a forecast or projection, said the com- 
mission, and was not based on actual ex- 
penditure or investment. The commission 
believed that it was not in the public in- 
terest to grant a rate increase to a com- 
pany for the purpose of financing expan- 
sion into areas not presently served. To do 
so would, in substance, amount to sub- 
sidizing the proposed rural construction 
program and the anticipated customers to 
be served, at the expense of existing cus- 
tomers. 

An adequate over-all rate of return, 
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said the commission, should enable the 
company to make financing arrangements 
for proposed construction. The company 
was reminded of its obligation to provide 
service to all applicants throughout its 
service area. Since it would be advanta- 
geous to both the company and presently 
unserved customers, there was at least a 
similar obligation to serve the developed 
but unassigned areas adjacent to some of 


its exchange areas. The process of regula- 
tion is a continuing one, and if, in the 
process of developing the program, or after 
completion, the company’s operations do 
not produce an adequate return, the com- 
pany could make further application to the 
commission for relief based on circum- 
stances and conditions existing at the time. 
Re Union Teleph. Co. T-223-56.1, Janu- 
ary 25, 1956. 


Annual Water Hydrant Charge Approved 


— water company, in operation 
since 1954, applied to the Massa- 
chusetts commission for authority to in- 
clude an annual hydrant charge in its 
tariff. 

All the securities of the compatiy were 
owned by its largest customer, which 
also utilized 33 private hydrants out of 
the 271 total hydrants. 

The company showed that present reve- 
nues produced a return of approximately 
4.3 per cent on a net investment rate base. 
Additional revenues resulting from the 
hydrant charge would increase the return 
to approximately 6.2 per cent. 


Cost of Capital 


Since all of the securities were held by 
the company’s largest customer, and since 
the company was relatively small and had 
been in operation a very skort time, it was 
difficult for the commission to make an 
accurate estimate as to the capital costs to 


be considered. The company’s present debt 
ratio was 50 per cent, and debt was car- 
ried at 5 per cent which, though by no 
means generous, the commission thought 
represented more than a fair interest rate 
on an operation of this nature. 

The only testimony in the record as to 
the cost of equity money was 7 or 8 per 
cent. The commission noted that if the fig- 
ure of 7 per cent was used and an 80 per 
cent dividend pay-out was estimated, the 
cost of equity money would be about 8.75 
per cent. The result would be an over-all 
cost of money of about 6.88 per cent. Al- 
though this figure seemed rather generous 
for a water company, the commission did 
not believe that the indicated return of 6.2 
per cent was excessive. It concluded that 
the additional revenue would not result in 
excessive profits to the company. The pro- 
posed hydrant charge was approved. Re 
Whitinsville Water Co. DPU 11585, Feb- 


guary ¥3, 1956. 


Competition Essential for Reparation Based on 
Alleged Preferential Freight Rate 


xX action for reparation, based on al- 
leged prejudicial railroad freight 
rates, which had been instituted by a ce- 
ment company in the early part of 1955, 
was resolved by the California commis- 
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sion when it denied a petition for rehear- 
ing after previously dismissing the action. 

The company was denied reparation for 
lack of a showing that it had suffered 
damage by reason of the fact that it paid 
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higher rates for the transportation of iron 
ore than those paid by a steel company 
for transportation to a city located in ap- 
proximately equivalent distance. The 
question of the reasonableness of the rates 
was not involved. The only question was 
whether or not the company was entitled 
to reparation by virtue of having paid the 
railroad a rate which was claimed to be 
unduly discriminatory, and whether the 
alleged discrimination should be removed. 

In the rehearing, the commission af- 
firmed its previous dismissal, finding that 
there was no competition between the ce- 
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ment company and the steel company lo- 
cated in the town having the lesser rate. 
An essential in proving damage in a repa- 
ration proceeding, said the commission, is 
the existence of a competitive condition 
between the party claiming to be preju- 
diced and the party asserted to be pre- 
ferred. 

The existence or nonexistence of com- 
petition is implicit in the grant or denial 
of reparation. California Portland Ce- 
ment Co. v. Union P. R. Co. Decision 
Nos. 52331, 52656, Case No. 5614, De- 
cember 5, 1955. 


Carrier’s “Grandfather” Irregular Route Authority 
Sustained against Change by Commission 


ft in right of a pioneer Nebraska motor 
carrier to the “irregular route opera- 
tion” authority which he had obtained by 
“grandfather rights” nearly two decades 


ago was upheld by the Nebraska supreme 
court upon appeal from a commission or- 
der changing that authority. The revoca- 
tion of part of the carrier’s regular route 
authority, however, was not contested, nor 
was a limitation that was placed on the 
type of services he was authorized to 
render. 

During the years, the carrier’s irregular 
route business grew so as to require more 
frequent and somewhat regular trips in or- 
der to carry all of the authorized commod- 
ities tendered him. He willingly met this 
increased demand since his certificate con- 
tained no limitation as to volume of busi- 
ness. 


Statutory Basis 


An amendment to the state motor car- 
rier act, enacted after the carrier’s certifi- 
cate was granted, authorized the commis- 
sion to establish certain classifications of 
motor carrier operations and to interpret 
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all existing certificates in accordance with 
such classifications. The act provided that 
in order for the commission to change a 
certificate, it must appear that there was a 
“willful failure” on the part of the car- 
rier to comply with the requirements of 
the act and the rules and regulations of the 
commission promulgated under the act. 

In accordance with the amendment, the 
commission established classifications 
which affected irregular route operations. 
It thereafter charged this carrier with 
“willful failure” to comply with the provi- 
sions of the act and the rules and regula- 
tions of the commission in the light of the 
new classifications. After a hearing, it or- 
dered a change in the carrier’s “irregular 
route operation“ authority. 


No “Willful Failure’ 


The court ruled that neither the amend- 
ment nor any action taken by the commis- 
sion under it could have the effect of 
changing any authority granted prior to 
the enactment of the amendment, such as 
that held by this carrier. The record estab- 
lished that the carrier had at all times fully 
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said the commission, should enable the 
company to make financing arrangements 
for proposed construction. The company 
was reminded of its obligation to provide 
service to all applicants throughout its 
service area. Since it would be advanta- 
geous to both the company and presently 
unserved customers, there was at least a 
similar obligation to serve the developed 
but unassigned areas adjacent to some of 


its exchange areas. The process of regula- 
tion is a continuing one, and if, in the 
process of developing the program, or after 
completion, the company’s operations do 
not produce an adequate return, the com- 
pany could make further application to the 
commission for relief based on circum- 
stances and conditions existing at the time. 
Re Union Teleph. Co. T-223-56.1, Janu- 
ary 25, 1956. 


Annual Water Hydrant Charge Approved 


eu water company, in operation 
since 1954, applied to the Massa- 
chusetts commission for authority to in- 
clude an annual hydrant charge in its 
tariff. 

All the securities of the compatiy were 
owned by its largest customer, which 
also utilized 33 private hydrants out of 
the 271 total hydrants. 

The company showed that present reve- 
nues produced a return of approximately 
4.3 per cent on a net investment rate base. 
Additional revenues resulting from the 
hydrant charge would increase the return 
to approximately 6.2 per cent. 


Cost of Capital 


Since all of the securities were held by 
the company’s largest customer, and since 
the company was relatively small and had 
been in operation a very skort time, it was 
difficult for the commission to make an 
accurate estimate as to the capital costs to 


be considered. The company’s present debt 
ratio was 50 per cent, and debt was car- 
ried at 5 per cent which, though by no 
means generous, the commission thought 
represented more than a fair interest rate 
on an operation of this nature. 

The only testimony in the record as to 
the cost of equity money was 7 or 8 per 
cent. The commission noted that if the fig- 
ure of 7 per cent was used and an 80 per 
cent dividend pay-out was estimated, the 
cost of equity money would be about 8.75 
per cent. The result would be an over-all 
cost of money of about 6.88 per cent. Al- 
though this figure seemed rather generous 
for a water company, the commission did 
not believe that the indicated return of 6.2 
per cent was excessive. It concluded that 
the additional revenue would not result in 
excessive profits to the company. The pro- 
posed hydrant charge was approved. Re 
Whitinsville Water Co. DPU 11585, Feb- 


guary 13, 1956. 


Competition Essential for Reparation Based on 
Alleged Preferential Freight Rate 


A action for reparation, based on al- 
leged prejudicial railroad freight 
rates, which had been instituted by a ce- 
ment company in the early part of 1955, 
was resolved by the California commis- 


APRIL 12, 1956 


sion when it denied a petition for rehear- 
ing after previously dismissing the action. 

The company was denied reparation for 
lack of a showing that it had suffered 
damage by reason of the fact that it paid 
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higher rates for the transportation of iron 
ore than those paid by a steel company 
for transportation to a city located in ap- 
proximately equivalent distance. The 
question of the reasonableness of the rates 
was not involved. The only question was 
whether or not the company was entitled 
to reparation by virtue of having paid the 
railroad a rate which was claimed to be 
unduly discriminatory, and whether the 
alleged discrimination should be removed. 

In the rehearing, the commission af- 
firmed its previous dismissal, finding that 
there was no competition between the ce- 


= 


ment company and the steel company lo- 
cated in the town having the lesser rate. 
An essential in proving damage in a repa- 
ration proceeding, said the commission, is 
the existence of a competitive condition 
between the party claiming to be preju- 
diced and the party asserted to be pre- 
ferred. 

The existence or nonexistence of com- 
petition is implicit in the grant or denial 
of reparation. California Portland Ce- 
ment Co. v. Union P. R. Co. Decision 
Nos. 52331, 52656, Case No. 5614, De- 
cember 5, 1955. 


Carrier’s “Grandfather” Irregular Route Authority 
Sustained against Change by Commission 


HE right of a pioneer Nebraska motor 
carrier to the “irregular route opera- 
tion” authority which he had obtained by 
“grandfather rights” nearly two decades 


ago was upheld by the Nebraska supreme 
court upon appeal from a commission or- 
der changing that authority. The revoca- 
tion of part of the carrier’s regular route 
authority, however, was not contested, nor 
was a limitation that was placed on the 
type of services he was authorized to 
render. 

During the years, the carrier’s irregular 
route business grew so as to require more 
frequent and somewhat regular trips in or- 
der to carry all of the authorized commod- 
ities tendered him. He willingly met this 
increased demand since his certificate con- 
tained no limitation as to volume of busi- 
ness. 


Statutory Basis 


An amendment to the state motor car- 
rier act, enacted after the carrier’s certifi- 
cate was granted, authorized the commis- 
sion to establish certain classifications of 
motor carrier operations and to interpret 


all existing certificates in accordance with 
such classifications. The act provided that 
in order for the commission to change a 
certificate, it must appear that there was a 
“willful failure” on the part of the car- 
rier to comply with the requirements of 
the act and the rules and regulations of the 
commission promulgated under the act. 

In accordance with the amendment, the 
commission established classifications 
which affected irregular route operations. 
It thereafter charged this carrier with 
“willful failure” to comply with the provi- 
sions of the act and the rules and regula- 
tions of the commission in the light of the 
new classifications. After a hearing, it or- 
dered a change in the carrier’s “irregular 
route operation“ authority. 


No “Willful Failure’ 


The court ruled that neither the amend- 
ment nor any action taken by the commis- 
sion under it could have the effect of 
changing any authority granted prior to 
the enactment of the amendment, such as 
that held by this carrier. The record estab- 
lished that the carrier had at all times fully 
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responded to all demands by the public for 
services in accordance with his irregular 
route authority and had maintained suf- 
ficient equipment to serve adequately. It 
did not appear that any “willful failure” 
existed on which the commission could 


base its action. On these facts, said the 
court, it was unreasonable for the com- 
mission to change his “irregular route op- 
eration” authority, and it should be re- 
stored. Re Abler Transfer, Inc. et al. 73 
NW 2d 667. 





Other Recent Rulings 


Normalizing of Tax Denied. The Penn- 
sylvania commission allowed a rate of re- 
turn of 6.50 per cent on the fair value rate 
base of a gas and electric company but, 
following its recent decision in the Citi- 
zens Water Company Case (discussed on 
page 570 of this section), the commis- 
sion refused to permit normalization of 
the tax effects of accelerated depreciation 
for rate-making purposes. Pennsylvania 
Pub. Utility Commission et al. v. Manu- 
facturers Light & Heat Co. Complaint 
Docket Nos. 16330 et al. January 3, 1956. 


Highway and Railroad Crossing. The 
Massachusetts commission approved an 
agreement between a town and a railroad 
providing for the laying of a highway 
across the railroad where the evidence 
showed the existence of public convenience 
and necessity in connection with the estab- 
lishment of the crossing and that the flash- 
ing lights and warning signs to be erected 
were sufficient to comply with statutory 
directions. Re Town of Lexington, DPU 
11599, February 3, 1956. 


Contribution for Bridge. A railroad 
company was required by the Missouri 
commission to pay half the cost of con- 
structing a new bridge to replace an old 
one found to be inadequate, although its 
only benefit from the new structure would 
be better clearances. City of St. Louis v. 
Missouri P. R. Co. et al. Case No. 13,174, 
February 16, 1956. 
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Officers’ Salaries. The Missouri com- 
mission, in granting a modified rate in- 
crease to a telephone company, commented 
that, while it did not have the power to 
tell management what it should pay offi- 
cers, it did have the power and duty to de- 
termine whether or not proposed salaries 
were reasonable for the service performed 
and if they were a proper charge to op- 
erating expenses. Re K. L. M. Teleph. Co. 
Case No. 13,070, January 27, 1956. 


Demurrage Determined. A United 
States court of appeals ruled that a for- 
mula employed by the Interstate Com- 
merce Commission to determine deduc- 
tions from freight car demurrage charges 
against a consignee was reasonable and 
proper, notwithstanding a contention by 
the consignee that the method was a “rule 
or regulation” and could not be validly 
applied since it was not published in the 
railroad’s tariffs. National Trucking & 
Storage Co. v. Pennsylvania R. Co. et al. 
228 F2d 23. 


Transit Fare Adjustment. In a tariff 
investigation proceeding the Missouri 
commission authorized a transit company 
to reduce the discount allowed to pur- 
chasers of weekly permits, as a means of 
enabling the company to absorb increased 
labor costs, considering that its rate of 
return at the time was only about 4 per 
cent. Re St. Louis Pub. Service Co. Case 
No. 13,281, February 24, 1956. 





1. Quick-Whip arc sup- 
pressor in closed switch 
position — entirely out of 
the electrical circuit. The 
suppressor consists of a 
moving ‘whip’ arm, a sta- 
tionary restricting horn and 
a vibration dampener that 
prevents restrikes. 





2. During the opening cycle 
the whip makes electrical 
contact with the restricting 
horn before the normal 
switch contact opens. The 
whip remains in contact 
with the horn during the 
major portion of switch 
blade opening. 





3eWhen a predetermined 
gap is reached, the whip 
is released with split- 
second action. An air gap 
betweenlive parts is opened 
at an approximate rate of 
18 in. per cycle, interrupt- 
ing the arc. Interrupter 
capacity is 15 amperes. 





top row of illustrations shows the 
as applied to a Delta-Star MK-40 
tical break switch. The bottom row 
illustrations shows the QW device as 
plied to a PMB-40 side break switch. 





New Quick-Whip device 
effectively snaps the arc! 


This new Delta-Star Quick-Whip arc suppressor effectively and efficiently 
reduces arc hazards and phase-to-phase faults. It is designed for use on 
switches rated from 7.2 kv through 69 kv. 


A Quick-Whip arc suppressor can be easily installed on vertical break or 
single or double side-break switches. Its simplicity makes its cost nominal. 
Its rust-resisting, durable stainless steel construction makes it a lasting 
investment. 


Quick-Whip arc suppressors may be furnished as original equipment on 
Delta-Star vertical break or single side break switches. Your Delta-Star 
representative has all the facts. 


a DELTA-STAR ELECTRIC DIVISION 
a H. K. PORTER COMPANY, INC. 


2437 Fulton Street + Chicago 12, Illinois + District Offices in Principal Cities 
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Q. How much longer than untreated woods, do treated woods last? 
A. Properly treated woods, such as woods treated by the 
American Creosoting Company, last four, five, even ten times 

as long as untreated woods. Under many conditions, wood 

treated by Amcreco may be considered essentially permanent. 
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Q. Are all treatment companies about the same — ee. Fate Of 
one’s as capable as another? AMCRECO 1a pro 
A. No, all treatment companies are not about the same. Some, - LOWRY PROCESS @ “ai TOI 
such as the American Creosoting Company, which has been fol -1tel-Yoha tM’ Lele) >) aier f 
in the business for over fifty years, have more experience than P The « 
others. Some, such as the American Creosoting Company, S : / GOA al! on 
have had an opportunity to build up a treatment and > ee el-wat 
service organization that is second to none. es Bt ee 
The next time you are in need of wood products, specify 000 | 
treated wood products . . . poles, cross arms, conduit and fe aa 
other construction woods that have been pressure treated aes: 
in creosote by the American Creosoting Company. 
We would appreciate the opportunity to quote on your needs. 






Q. Are all modern-day wood preservatives about equal in value? 
A. No, you can’t assume that they are because none of the newly 
introduced preservatives have as yet been tried by the test of time. 
Creosote, on the other hand, which has been the number one 

wood preservative for over fifty years, is still number one in 
customer preference because of its established service record. 
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Colonial Creosoting Company 
Federal Creosoting Company 


Gulf States Creosoting Company 
Georgia Creosoting Company 
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_ hblaware P & L Plans $100 Million 
) gees Over Next Five Years 


‘1. AWARE Power & Light Co. and 
bsi:liaries will spend upward of 
00,000,000 for additional electric 
d vas facilities in the next five years 
present trends continue, Stuart 
oper, president, said. 
More than $45,000,000 of this will 
allocated for additional electric 
nerating equipment, he said. Other 
jor items include $21,500,000 for 
Wver voltage distribution lines ; $10,- 
10,000 for new and enlarged sub-sta- 
ms, $9,000,000 for high voltage 
ansmission lines and $7,000,000 for 
ktension, expansion and maintenance 
f gas service facilities in the Wil- 
ington area. 
The balance of the expenditures will 
- allocated for other facilities essen- 
il for the company’s operation, Mr. 
OOper said. 
The over-all expenditures will in- 
ude two new electric generating sta- 
ms now under construction. One of 
ese, a $22,000,000 installation being 
lilt near Delaware City, is scheduled 
1 completion this year. It will gen- 
rate 50,000 kilowatts of electricity 
ul provide large amounts of steam 
for a nearby refinery of Tide 
act Associated Oil Co. 
lhe other is a $17,000,000 power 
ar! on the Indian river in southern 
el. ware that is scheduled for com- 
elon in 1957, It will produce about 
00 kw. An additional generating 
1 is also planned at this site with 
)-‘ruction to begin in 1958. 


cne & Webster to Build New 


nit for El Paso Electric Company 
ARTER WOMACK, president 
'| Paso Electric Company has au- 
onzed Stone & Webster Engineer- 
¢ Corporation to proceed with the 
bnstruction of Unit No. 6 at the Rio 
rande station. 
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Industrial Progress 


The unit will consist of one 44,000 
kw preferred standard turbine gen- 
erator which will be supplied with 
steam at 850 psi gage, 900 F from a 
gas or oil fired steam generator ca- 
pable of producing 470,000 Ibs. of 
steam per hour. 

Cooling water towers will be re- 
quired and, in turn, will be supplied 
with water from deep wells. A cen- 
tralized control room which will en- 
able a minimum of operators to con- 
trol the entire station output will also 
be a part of this program. 


L.O.F. Glass Fibers Announces 
Personnel Changes 


DONALD L. McCLURE, formerly 
manager of the L.O.F. Glass Fibers’ 
plant at Parkersburg, West Virginia, 
has been named to the newly-created 
post of director of industrial relations 
of the company with headquarters in 
Toledo. The announcement was made 
py Thomas A. Collins, vice president 
and assistant general manager. 

In connection with Mr. McClure’s 
appointment, J. H. Plummer, vice 
president in charge of manufacturing 
and engineering, named John M. 
Keenan, former manager of the 
Waterville plant, to replace Mr. Mc- 
Clure as plant manager at Parkers- 
burg. 

Replacing Mr. Keenan as Water- 
ville plant manager is Gerald L. 
White, formerly supervisor of the 
fiber-forming department. 


Georgia Power Sets New Record 
In Use of Power 


A NEW record was set in 1955 in the 
use of electric power in Georgia, ac- 
cording to the Georgia Power Com- 
pany’s annual report to stockholders 
released recently. Total electric sales 
were 7.2 billion kilowatt-hours, an in- 
crease of 8.6 per cent over 1954 sales. 
Use of electric power by residential 








customers increased 7.8 per cent; by 
commercial customers, 8.3 per cent; 
and by industrial customers, 12.5 per 
cent. Nearly 24,500 new customers 
were added to the lines of the com- 
pany during the year, bringing the 
total served to more than 578,000. 

More than $29,400,000 was invest- 
ed in new electric facilities. A 100,000 
kilowatt steam-electric generating unit 
and a 5,000 kilowatt hydroelectric unit 
were completed during the year. A to- 
tal of 265 miles of transmission lines 
and 545 miles of distribution lines 
were also built. 

The report stated that the Georgia 
Power Company expects to partici- 
pate in the construction of a 100,000 
kilowatt experimental atomic-powered 
electric generating plant which will be 
built in Michigan by the Power Re- 
actor Development Company. 


New Distribution Transformer 
Bulletin 

A NEW, informative 32-page bulle- 
tin providing design and product data 
on single and three phase distribution 
transformers, with high-voltage rat- 
ings from 480 to 15,000 volts, has 
been published by the Gardner Trans- 
former Division, Federal Pacific Elec- 
tric Co., Emeryville 8, California. 

Transformers featured in the bulle- 
tin utilize special silicon steel cores in 
which loss is decreased and perme- 
ability is increased by controlled cold- 
rolling and annealing of laminate ma- 
terial. The oriented core material con- 
tributes to light-weight designs that 
require less copper, oil and smaller 
tanks. From an operational viewpoint, 
electrical regulation is improved and 
maintenance is reduced. 

Copies of Bulletin No. 3-500 may 
be obtained on request to the sales de- 
partment, Gardner Transformer 
Division, Federal Pacific Electric Co., 
Emeryville 8, California. 


(Continued on page 30) 
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Sylvania Announces New Booklet 
On Industrial Lighting 


A NEW booklet, “Better Industrial 
Lighting with Mercury Vapor,” has 
been announced by Sylvania Electric 
Products Inc. 

The purpose of the booklet is ‘‘to 
point out to the plant manager or 
engineer how he can improve indus- 
trial seeing and working conditions at 
lower cost,” according to Lawrence 
P. Pleasants, merchandising manager 
of Sylvania’s Lighting Division. The 
manual contains a summary of eight 
basic advantages of using mercury 
vapor lamps in industrial plants. 

The new booklet contains ten 
photographs showing typical applica- 
tions of mercury vapor lamps. It also 
contains a section on engineering hints 
for effective installations. 

The new booklet is available with- 
out charge from Sylvania sales offices. 


West Penn Power to Spend 
$25,000,000 on Plant in ‘56 


WEST Penn Power Company ex- 
pects to spend $25,000,000 on expan- 





4 WAYS-FASTER! 


MATTHEWS BILL RECEIPTING MACHINE 


Stamp “PAID,” the date, 
olive Mehinl-lameKoh tome Mm Zeltle 
customers’ bills 
stamp similar informa- 
tion on your cashier's 
coupons. Cut off each 
coupon and deposit it 
in a locked compart- 
ment four jobs 
with one motion on a 
Matthews Bill Receipt- 
ing Machine! 

Available in three 
models, complete with 
stamps, dates and ink 
pad, ready for imme- 
diate service. 


Used by Public Utilities Everywhere! 


JAS. H. MATTHEWS & CO. 


PITTSBURGH 13, PA. 


3943 FORBES ST. 





sion in 1956, President Philip H. Pow- 
ers told stockholders in the annual 
report. 

Mr. Powers estimated almost half 
this year’s construction budget will be 
spent on the new Armstrong generat- 
ing station going up along the Alle- 
gheny river that will produce 160,000 
kilowatts of electricity when it’s 
switched on in 1958. The utility plans 
to complete this year’s expansion pro- 
gram without the aid of public 
financing, Mr. Powers added. 


Electro-Motive to Expand 
Facilities 
MANUFACTURING space of Elec- 
tro-Motive Division of General Mo- 
tors at its No. 1 plant in McCook, 
Illinois, will be increased 42 per cent, 
to be in operation early in 1957, it was 
announced by N. C. Dezendorf, gen- 
eral manager of Electro-Motive and 

vice president of General Motors. 
Growth of the division’s Diesel lo- 
comotive manufacturing and rebuild 
business and an increasing rate of ac- 
ceptance of two new products in the 
electric utility and oil well drilling 


fields make the expansion of facilit 
necessary, Mr. Dezendorf pointed 
“Two factors of interest to the p 
lic contribute to the increase in { 
Diesel locomotive business,” sai: \ 
Dezendorf. ‘More than a year avot 
Class I railroads of the United Sta 
gave evidence that they were going 
complete Dieselization as quic)ly 
economically possible, and stepjcd 
thetr buying rates accordingly. (nt 
of this came an increase in ri Ir 
business due to growth of the n. tio 


economy. Some idea of the ef! «ct 
this on our business may be «ain 
from the fact that six major ra:iro 


that had publicly announced i: 1 
they were completely Dieselize: 
back to us in 1955 and ordered m 
Diesel locomotives. In additi 
locomotive rebuild business co1 
to mount substantially each year a 
the export market has grown uniilt 
year it demands the equivalent of 
most one locomotive unit a day 

“Meanwhile, the two new 


products we announced in 1955 hi 
begun to take hold in their mark 
Electric utilities in both the domes 


(Continued on page 32) 
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American Appraisals of reproducti 
cost may affect rates 


An American Appraisal report of the cost of repro- 
duction provides convincing evidence in the prepa- 
ration of an appeal for adjusting rates to provide 
a more equitable return. 


The 


AMERICAN APPRAISA 


Company 


Leader in Property Valuation 


PHILADELPHIA @ CLIFTON. N. J. 


CHICA Home Office: Milwaukee 1, Wisconsin 


BOSTON @ 
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&F ‘I’m burning these ten-spots,”’ said Hodge, 









“To show how we lose, 
; é 


next truck—and you'll get a better truck 
for your money: 


What truck line offers you today’s lowest 
prices on such popular models as the 
14-ton panel, the 1-ton express, and the 
114- and 2-ton stakes? 


Which truck line has the largest cabs? 
Which has the greatest driver visibility ? 


Which has the shortest turning radius? 


The answer is *‘Dodge’’—leader for the 
last 39 years. And this year “Dodge” is the 
answer to virtually every question you can 
ask that has to do with lower cost haulage 
or delivery. 


You'll find Dodge trucks are the best an- 
swer, too, on price. For Dodge trucks are 
priced so competitively that no one can 
beat your Dodge dealer’s deal. 


When time comes to buy your next truck— 
get the answers that will lead you straight 
to today’s best truck value—Dodge. 





| Burning bills in his big truck garage, 


When a new truck we choose, 
Without first having checked on Dodge!” 


Try this quick quiz before you buy your 




































DODGE 


Job Rated 


TRUCKS 


WITH THE FORWARD LOOK > 


Lf VEL AND 


SNUG TO THE WALL of a railroad underpass is the trench being 
dug by this compact Cleveland “Baby Digger.” Its ability to put the 
edge of a trench within less than two feet of a parallel wall is but 
one of this Cleveland’s many practical operating advantages. 


ae 


LEVELAND 


a é * - 


DIGGING CLEAN AND FAST the same Cleveland “Baby Digger” 
turned out high daily production on this job. With more than 30 
usable digging speeds at the operator’s command, the Cleveland 
cut cleanly through pavement and heavy root growth for trench 
22 inches wide by 41 inches deep. Performance like this has made 
Clevelands first choice in the gas industry for over 30 years. 


Talk it over with your Cleveland distributor 
THE CLEVELAND TRENCHER COMPANY « 20100 St. Clair Ave., Cleveland 17, Ohio 
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(Continued ) 


and export markets have placed 
ders for the Electro-Mobile Po 
Cars (mobile generating units 
such strength, and are showing ; 
interest in future applications, tha 
are taxed to meet the demand with 
present facilities. The same situa 
faces us with respect to our | 
heavy-duty Diesel-electric power | 
for deep oil well drilling rigs.” 


Pacific Northwest Developrn; 


THE outstanding industrial deve 

ment in the Pacific Northwest 

to 1954) was the increase in elect 

peak load, according to speakers 

fore the spring meeting of the An 

can Society of Mechanical Engin 

The increase in power peak load 

from 2 million kw in 1940 to n 
than 7 million kw in the 14-) 
period. The area discussed inclu 
all of Washington and Idaho, part 
Utah, Montana, Oregon and Bri 
Columbia. Using figures taken f 
a study by the Pacific Northwest G 
ernors’ Power Policy Committee 
P. Buehler of Bechtel Corp., and 
E. Walsh of Portland General F 
tric Co., discussed the hydro poten 
and existing difficulties hampering 
start of many projects needed to s 
ply future estimated loads. 

The study of load growth wit 
the area began with 1920, when 
actual peak load was 700,000 k 
watts. In the 20-year period up 
1940, the peak increased to 2 milli 
a total less than three times the o 
inal figure, whereas the growth in 
14-year period between 1940 and I‘ 
represents a growth of three and oi 
half times. 

Over the period since 1920 | 
yearly average load increased 7.60 jf 
cent; the latest 5-year period, ho 
ever, has shown a yearly average 
crease of 9.34 per cent. Based on the 
computations, the estimated annual @ 
crease for the next eight years will 
6.62 per cent. 

It was on this basis of estimat 
load growth that the authors, in the 
presentation, examined the ability 
dependable capacity from  existim 
under construction, and definite 
scheduled power resources to meet tl 
estimated peak loads up to 1964. Sp 

(Continued on page 34) 





Editorial Position 


Well-known publishing company has position 0 
Associate Editor open in Rochester New York 
office for a lawyer interested in opportun ty fo 
rewarding career in field of law editinc. Fo 
further information and details, Write t» Bo 
412, Public Utilities Fortnightly, 309 Munse 





Building, Washington 4, D. C. 











FOR CLEANER 
COOKING 


EASIER 
REFRIGERATION 


= a 


lumbia Gas System 


delivers a modern miracle 
24 Hours-A-Day! : 


FOR CHEAPER 
DRYING 


FOR INSTANT 
HOT WATER 


© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Centra! Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 
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cific examples were discussed and the 
physical, practical or ideological diff- 
culties of each were explained as they 
affected the completion and placing 
into service of sufficient capacity to 
alleviate the Pacific Northwest’s pro- 
jected growing pains. 

Copies of the paper, No. 56-S-9, 
can be obtained at 50 cents each from 
Order Dept., ASME, 29 W. 39th St., 
New York 18, N. Y. 


Lift Cuts Maintenance Costs 


A PORTABLE, all-hydraulic, elevat- 
ing work platform, the HY-DECKk, 
which converts any size or type of 
truck for aerial work up to 37 feet, 
was recently put on the market by 
G. W. Galloway Company, 25 North 
Fourth Avenue, Arcadia, California. 

The HY-DECK, which raises 500 
pounds to full height in less than 2 
minutes, is said to bea great time saver 
in the maintenance of outdoor light- 
ing, power, and communications lines, 
tree trimming and other overhead 
maintenance activities. Available with 
electric motor, gasoline engine, or 
power take-off, the work platform 


can be raised and lowered by means of 
foot controls right on the platform 
floor, or by hand controls mounted on 
the truck body. 

Twelve different sizes and styles of 
platforms are available. A novel plat- 
form rotation feature gives access 
over parked cars and other obstacles 
when used with the offset platforms. 

HY-DECKS can be installed on the 
truck in less than four hours. They 
can also be mounted on trailers, or on 
warehouse and shopfloors for use as 
utility elevators. 


Motorola Communications 
Expands National Sales Structure 


A MAJOR expansion of the national 
sales structure of Motorola Communi- 
cations and Electronics, Inc.—the es- 
tablishment of four geographical sales 
divisions and the appointment of six 
vice presidents—was announced by 
Daniel E. Noble, vice president. 

In the new alignment, Arthur L. 
Reese, formerly assistant secretary 
was appointed vice president and op- 
erations manager. 

Eugene S. Goebel, formerly nation- 











This announcement is neither an offer 


Dated April 1, 1956 


BLYTH & CO., INC. 


wim 3 SACHS & CO. 


March 28, 1956. 





buy any of these Bonds. The ojfer 


$55,000,000 


New York Telephone Company 
Refunding Mortgage 3%% Bonds, Series I 


Interest payable April 1 and October lin New York City. 


Price 100.548% and Accrued Interest 


Copies of the Prospectus may be obtained from only such of the 
undersigned as may legally offer these Bonds in compliance 
with the securities lau's of the respective States. 


MORGAN STANLEY & CO. 
THE FIRST BOSTON CORPORATION GLORE, FORGAN & CO, 
KIDDER, PEABODY & CO. 


MERRILL LYNCH, PIERCE, FENNER & BEANE 


to sell nora solicitation of an offer to 
is made only by the Prospectus. 


Due April 1, 1996 


LEHMAN BROTHERS 


























al sales manager, was appoitited | 
president for market relations, , 
duties to include public and custo, 
relations, and other special staff 
signments. 

Four former regional manager 
the field were appointed vice pr 
dents and placed in charge of the 
sales divisions. They are: 

Lowell E. White, vice presi: ‘ent; 

eastern sales division manag»: 
mer L. Marrs, vice president : 
tral Sales Division manager; ! 
L. Falls, Jr., vice president an’! s 
ern sales division manager ; aid D 
ald F. Brickley, vice presid: nt ; 
western sales division manag: 


Gas Househeating Custome 
Increase Greatly 


THE gas utility industry adde« 1,4 
000 new gas househeating sta 
tions during the 1955-1956 heat 
season, the American Gas Assvciat 
reports. The industry expects io ; 
more than 3.8 million new insta lati 
during the next three heating 
bringing the total number of | 
heated homes to 19.2 million by 
cember 1958. At the end of 1955 th 
were 15.4 million homes heated 
gas, equivalent to 57.5 percent of 
residential gas customers. 


New Sangamo 50 KVAR 
Power Capacitors 


THE Sangamo Electric Company 
cently announced the addition of 
KVAR rating to its line of Diag 
Power Capacitors. 

The new units meet all applica 
NEMA Standards as to performai 
characteristics and test. They can 
installed in standard racks hav 
15 5/8” mounting centers. The 
KVAR units have the same base 
mensions as 25 KVAR units, but § 
only 10” higher and have about 15] 
cent less weight per KVAR. 

The specifications covering ‘lest 
construction, and materials of then 
50 KVAR unit are comparable in 
respects to Sangamo’s 25 KV: 
units, including internal reservoir ¢ 
ability to operate in ambient te 
tures from minus 40° C. to plus 

Sangamo can now furnish b 
KVAR and 50 KVAR individua! 
in voltage ratings of 2400, 4160 
7200, 7620, and 7960, also clusi° 
in-line pole-type assemblies, switc 
and unswitched. Address Sa 
Electric Company, Springfielc, 
nois for bulletin 1121. 
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ANOTHER 


SERVICE 
FOR 
UTILITIES 


THE FINANCING CALENDAR 


A comprehensive schedule of forthcoming security 
offerings, furnished regularly to utility companies 
to help prevent financing “log jams.” 

Better spacing of new offerings can mean higher 
prices to the issuers. 

This service, available to the entire utility 
industry, has become feasible through the constant 
co-operation of the individual utility companies 
in furnishing their financing schedules. 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $126,000,000 


Total Assets over $1,500,000,000 
WiutaM N. Enstrom, Chairman of the Board 


Ricuarp H. West, President 
Public Utilities Department—Joun F. Cuitps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 













Announcing an authoritative treatise on 


RATE OF RETURN 


by Ellsworth Nichols 
the book you've been waiting 

























Ong of the most important subjects, if not the most important subject, constantly confronting utility 
managements, regulatory commissions and others concerned, is the amount of return to be allowed 
public utility companies and how best to determine that return. After almost four 

years of research, study, and analysis, Ellsworth Nichols, Editor 
of PUBLIC UTILITIES REPORTS and author of other 


publications on regulation, has completed his new volume. 


“Rate of Return.” 


Throughout the work, emphasis is placed on the ruling prin- 





ciples of courts and commissions concerning the various factors bil 
~~ 


tuys 
» OF 
» TLry 


The volume contains 25 chapters, each dealing with an important LaTion 


to be considered, the weight to be accorded such factors, and illus- 
trations of the application of the principles discussed. 


phase of the subject. =, 


Theory of Return in Rate Capital Costs of Related 
Regulation Companies 

Confiscation Capital Structure 

Right to Fair Return Cost of Debt Capital 

Amount to be Allowed Cost of Preferred Stock Capital 

Attraction of Capital Cost of Equity Capital 

Comparable Earnings Financing Costs 

Risk or Absence of Risk Illustrations of Capital Cost 

Economic Conditions Efficiency of Operation and 





Intercorporate Relations Management 

Cost of Capital As a Factor Character of Service 

Principles Governing Capital Rate Base Theory as a Factor 
Cost Past Earnings or Losses 

Economie Conditions Affecting Miscellaneous Factors 
Capital Cost Operating Ratio 


An important aspect of this editorial achievement is Mr. Nichols’ review of more than a thousand decisi 





on “Rate of Return,” contained in over two hundred volumes of Public Utilities Reports. This extensive m 
of material, together with related materials from other sources, have been condensed into 500 pages unde 


single cover and constitute the most authoritative and comprehensive treatment of the subject ever publish 
Kept up to date by the addition periodically of pocket supplements containing the latest rulings, 


cisions and discussions dealing with the subject “Rate of Return.” 


Order your copy today 
Price $15.00 





PUBLIC UTILITIES REPORTS, INC.—Publishers 


NEW BOOK DEPARTMENT 
309 MUNSEY BUILDING 


WASHINGTON 4, D. C. 

























Analysts Journal 


1. 


Twofold Benefits From The 


Its timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Y our Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS 














THE ANALYSTS JOURNAL 
20 Broad Street, Room #908 
New York 5, N. Y. 


Gentlemen: 


() Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50—Canada. 


( Please send me your advertising brochure. 




















PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 





CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 














Day & ZIMMERMANN. INC. 
ENGINEERS 


NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, REPORTS, APPRAISALS AND MANAGEMENT 











% Standby 
% Augmentation 
% 100% Town Supply 


Design © Engineering « Construction 


DRAKE & TOWNSEND 11 WEST 42ND STREET NEW YORK 36, N. Y. 


Jord, Bacon & Davis 
“avons Engineers °quitesne" 


NEW YORK @ CHICAGO @ LOS ANGELES 


PROPANE PLANTS 














GIBBS & HILL, nc. 


CONSULTING ENGINEERS 
DESIGNERS ¢ CONSTRUCTORS 
NEW YORK LOS ANGELES 

















ENGINEERS © CONSULTANTS © CONSTRUCTORS 


607 WASHINGTON ST. 
FOUNDED 1906 READING, PA. 


@ WASHINGTON @ PHILADELPHIA @ NEW YORK 


G (=) GILBERT ASSOCIATES, INC. 
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PROFESSIONAL DIRECTORY (continued) 





W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 
55 Liberty Street New York 5, N. Y. 








GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 








HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1384 HOLLY AVENUE e COLUMBUS, OHIO 








JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











oe huljian loypovuilion 
ENGINEERS . ONS TRU C.T.O RS 
POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION ¢ MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 





William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
als Utility Management Consultants Specializing in REGULATORY 
WATER ~ COST ANALYSIS MPROBLEMS 
for past 35 years 
Send for brochure: '’The Value of Cost Analysis to Management"’ 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 


MIDDLE WEST SERVICE COMPANY 


Business and Engineering Consultants 
(INCLUDING JAY SAMUEL HARTT CONSULTING ENGINEERS) 


Organization « Corporate Practices « Accounting * Budgeting * Financing * Taxes © Stock Transfer *« Appraisals * Valuations * Economic 
Analysis « Cost of Money Studies ¢ Depreciation Studies * Engineering * System Planning ¢ Industrial Engineering * New Business ¢ Rates ¢ Pricing 
Sales and Marketing © Safety * Insurance * Pensions * Employee Welfare * Public Relations * Advertising * Personnel © Industrial Relations 


20 NORTH WACKER DRIVE e CHICAGO 6, ILLINOIS 





CONSULTING, DESIGNING AND | “) SPECIALISTS IN 
OPERATING ENGINEERS ACCOUNTING, FINANCING, RATES, 
PURCHASING Q he, INSURANCE AND DEPRECIATION 





231 SOUTH LA SALLE STREET ~ CHICAGO 4, ILLINOIS 











SANDERSON & PORTER 


ENGINEERS & 
AND 


CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 











S) W b DESIGN *« CONSTRUCTION 
t O nN og & e N) t C 'k REPORTS « APPRAISALS 


ENGINEERING CORPORATION EXAMINATIONS 


CONSULTING 
ENGENEERING 
wih ae Gola Boston Chicago Pittsburgh Houston 
San Francisco Los Angeles Seattle S Wedaet tae) 





The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 











Whitman, Requardt and Associates 
iiihens af te Meow. 
DESIGN — SUPERVISION HANDY: WHITMAN INDEX 


for Publi ili 
REPORTS — VALUATIONS uaamdmae tae toile 


Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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PETER F. LOFTUS CORPORATION 


Design and Consulting Engineers 


Abram$’Aerial Survey 
CLoporation Electrical * Mechanical * Structural 


ese Pp ‘ \ 
Tapeereghic end Plantastric Maps « Civil * Thermodynamic ¢ Architectura 


Yr 
Mosaics, Plans & Profiles for all Mecueo? FIRST NATIONAL BANK BUILDING 


Engineering work. 
Abies: Otte. Lecsien, Mbit, Pittsburgh 22, Pennsylvania 








EARL L. CARTER LUCAS & LUICK 
Consulting Engineer ENGINEERS 


x 4 OPERATION, MANAGEMENT, APPRAISALS, 


Public pw Be pony Fs gee nieael INVESTIGATIONS, REPORTS, RATES 


g10 Electric Building Indianapolis, Ind. 231 S. LASALLE St., CHICAGO 

















Thoroughly Specialized LUTZ & MAY 
Be cccny Consulting Engineers 


* From Title Search... STEAM, GAS & DIESEL POWER STATIONS 
...To Damage Claims PUMPING PLANTS—ELECTRIC SYSTEMS 


COATES FIELD SERVICE 

















REPORTS—DESIGNS—APPRAISALS 
P.O. BOX 1581 + * OKLAHOMA CITY, OKLA. <saglmaneennia Kansas City 6, Mo. 
ENGINEERS, CONSTRUCTION AND 

MAINTENANCE CONTRACTORS MINER AND MINER 

for the GAS INDUSTRY CONSULTING ENGINEERS 

CONSOLIDATED INCORPORATED 

GAS AND SERVICE CO. 

327 So. LaSalle St., Chicago 4, UL GREELEY COLORADO 














GANNETT FLEMING CORDDRY AND CARPENTER, INC. A. S. SCHULMAN ELEcTRIC Co. 


SWOIRETRS Electrical Contracting Engineers 


HARRISBURG, PENNSYLVANIA TRANSMISSION LINES—DISTRIBUTION—POWER 
Investigations—Reports—Appraisals STATION—INDUSTRIAL—COM MERCIAL 
Original Cost and Depreciation Studies INSTALLATIONS 
Rate Analyses—Iinsurance Surveys CHICAGO Los ANGELES 








FRANCIS S. HABERLY SLOAN, COOK & LOWE 


CONSULTING ENGINEER CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 


Valuation — Depreciation 
Investigations and Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 








JACKSON & MORELAND INC. SVERDRUP & PARCEL, INC. 


Engineers and Consultants Engineers — Architects 


Design, Construction Supervision 
Steam and Hydro Power Plants 
Reports — Examinations — Appraisals Power Systems — industrial Plants 
Studies — Reports 


Design and Supervision of Construction 


Machine Design — Technical Publications 
BOSTON NEW YORK St. Louis © San Francisco ©@ Washington 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Abrams Aerial Survey Corporation 

*Allen & Company 

*Allis-Chalmers Manufacturing Company 
American Appraisal Company, The 
American Creosoting Company 

*American Telephone & Telegraph naenaned 
Analysts Journal, The .. 

*Anderson Brass Work, Inc. .... 


B 
Babcock & Wilcox Company, The 
Black & Veatch, Consulting Engineers 
*Blyth & Company, Inc. 


Carter, Earl L., Consulting Engineer . . 
Cleveland Trencher Company, The 

Coates Field Service 5 cs 
Columbia Gas System, Inc., The ... 
Commonwealth Associates, Inc. 
Commonwealth Services, Inc. 

Consolidated Gas and Service Company ae 


D 
Day & Zimmermann, Inc., ry ; 
Delta-Star Electric Division, H. K. Porter Ce, Inc. 27 
*Divco Corporation .. eee 
Dodge Division of Chrysler ead CREA me 31 


Drake & Townsend, Inc. ae 38 
Dresser Industries, Inc. : Outside Back Cover 


*Ebasco Services Incorporated ; 
*Electro-Motive Division, General Motors 


*First Boston Corporation, The 
Ford, Bacon & Davis, Inc., Engineers 


G 


Gannett Fleming Corddry and Carpenter, Inc. 
*General Electric Company 

Gibbs & Hill, Inc., Consulting Engineers 
Gilbert Associates, Inc., Engineers 

Gilman, W. C., & Company, Engineers . 
*Glore, Forgan & Company .. 

*Guaranty Trust Company of New York 


H 
Haberly, Francis S., Consulting i 
*Halsey, Stuart & Company, Inc. 
*Harriman Ripley & Company .. 
Hirsch, Gustav, Organization, Inc. .. 
Hoosier Engineering Company . 


*International Business Machines Corp. 
International Harvester Company, Inc. 
Irving Trust Company .... 


Jackson & Moreland, Inc., Engineers .. 
Jensen, Bowen & Farrell, Engineers .... 


Professional Directory 


*Fortnightly advertisers not in this issue. 


K 
Kellogg M. W., Company, The ...... 
Kerite Company, ee 
*Kidder, Peabody & Company . 
*Kuhn Loeb & Company 
Kuljian Corporation, The 


Inside Back Cover 


*Langley, W. C., & Co. .. 

Leffler, William S., Engineers Associated 

*Lehman Brothers 

"Loeb {CarlitM:) Rhodes & Go, ........800s0cccceees 
Loftus, Peter F., Corporation ae 

Lougee, N. A., & Company, Engineers 

Lucas & Luick, Engineers 

Lutz & May, Consulting Engineers zh 


M 
*Main, Charles T., Inc., Engineers 
Matthews, Jas. H., & Company 
*McCabe-Powers Auto Body Company 
*Merrill Lynch, Pierce, Fenner & Beane 
Middle West Service Company 
Miner and Miner 
Morgan Stanley & Company 
Motorola Communications & Electronics, Inc. 

Inside Front Cover 


N 
*National Association of Railroad & 
Utilities Commissioners 
Newport News Shipbuilding & Dry Dock Co. ........... 24 


*Nuclear Development Associates, Inc. 


P 
*Pacific Pumps, Inc. 
Pioneer Service & Engineering Company 


& 
Recording & Statistical Corporation 
Remington Rand Div. of Sperry Rand wade Hot 
Robertson, H. H., Company 
*Rust Engineering Company, The 


s 
S & C Electric Company 5 
Sanderson & Porter, Engineers . 
Sargent & Lundy, Engineers 
Schulman, A. S., Electric Co., Engineers 
*Schutte and Koerting Company 
Sloan, Cook & Lowe, Consulting Engineers . 
*Smith, Barney & Company 
*Southern Coal Company, Inc. 
Sprague Meter Company, The 
Stone and Webster Engineering Corporation 
Sverdrup & Parcel, Inc., Engineers 


T 


*Texas Eastern Transmision Corporation 


Underwood Corporation : 
*Union Securities Corporation ..... 


*Western Precipitation Corporation 
White, J. G., Engineering Corp., The .. 
Whitman, Requardt and Associates .. 
*Wright Power Saw and Tool Corporation 
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Heavy-walled sections of new and existing alloys, most never before used for the purpose, are tested 
and evaluated by Kellogg toward improving design and performance of main and reheat steam piping. 


. W. KELLOGG METALLURGY KEEPS PACE 


ith wall thicknesses of main and reheat steam piping for current 
am-electrie power plants already approaching the upper limits of 
acticality, supercritical pressures and temperatures present a multi- 
icity of metallurgical problems to the power piping designer and 
bricator. New and stronger stable alloys must be developed, new 
lding materials found, and new welding techniques and heat treating 
ocedures perfected. 

At The M. W. Kellogg Company, new materials containing alloying 
ments such as molybdenum, cobalt, tungsten, nitrogen, and titanium 
in addition to chromium, nickel, and columbium—are now being in- 
stigated for long term high pressure service to 1300 deg. F. Most have 
ver before been used for main or reheat steam piping. Heavy-walled 
tions of these materials are welded, tested, and evaluated by every 
hown technique at Kellogg’s Jersey City metallurgical laboratories. 
The results of these continuing studies will prove extremely valuable 
consulting engineers, engineers of power generating companies, and 
anulucturers of boilers, turbines, and allied equipment. 


FABRICATED PRODUCTS DIVISION 
E™.W. KELLOGG COMPANY, 225 BROADWAY, NEW YORK 7,N.Y. 
he ( adian Kellogg Company, Ltd., Toronto * Kellogg International Corp., London 


SUBSIDIARIES OF PULLMAN INCORPORATED 
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POWER PIPING-THE 








Sections of piping are welded, using various ma- 
terials and techniques, and then tested for strength 
and other characteristics. 
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... it identifies all 
Dresser Companies 
and their products 


DRESSER-IDECO DIVISION 
Steel towers 


Magcobar AL Fy : 
MAGNET COVE BARIUM CORP. , ROOTS-CONNERSVIL ITY ENGINE vetataaie 7 gre 
ooTS NERSVILLE i oe : ELECTRONICS 


drilling mud BLOWER DIVISION , 
blowers electronic instrumentation 


...it is your guarantee of th DRESSER plus7- 





You gain an important extra plus value every 
time you are served by any of the Dresser companies. 
This is the unique way Dresser operates to serve you 
better. Each Dresser company works independently 
to assure maximum individual attention to your spe- 
cific needs... yet all are teamed together in a single 
organization to provide a group of research, engi- 
neering, and manufacturing services. From Dresser 
you obtain equipment based on the over-all experi- 
ence of many companies in many industries. 

As performance demands on equipment be- 
come increasingly greater, Dresser will continue to 
pace the technological changes in your field. You can 
count on the Dresser companies as major suppliers of 
equipment researched and developed to serve you 
better and meet your future needs. 


Wherever you are, whatever your needs, 
specify equipment from Dresser companies. No other 


single organization offers you the same broad range 
of “know-how” coupled with individual company 
attention to these specific needs. Be sure to look for 
the symbol that identifies the Dresser companies. It’s 
your guarantee of the Dresser Plus ...the mark 
of superior equipment and services which have 
become the standard of comparison the world over 


MNDUSTRIES, INC. 


On, GAS, | CHEMICAL AND ELECTR: NIC 


ili, 








REPUBLIC NATIONAL BANK BUILDING e POST OFFICE BOX 718 e DALLAS 21, TEXAS 
Tomorrow’s Progress Planned Today 





